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INTRODUCTION 
By Harotp M. VINACKE . 


HE PROBLEM of the foreign residential areas in China is now, 

even more than it has been in the past, a complex one. The 
interests involved in or affected by its solution include: (1) the 
persons, both foreign and Chinese, who have a tangible personal and 
property stake in the status of the concessions and settlements; 
(2) the foreign governments, including those of the United States, 
England, and France, as well as Japan, the application of whose 
policies, both political and economic, is conditioned by the status of 
these residential areas; and (3) the Chinese State and people, whose 
internal development and international relations have been affected 
by the existence and the status of the concessions and settlements. 

The foreign residential areas in China, in other words, are an 
aspect, and frequently a central one, of the larger problem of political 
and economic relationships in the Far East. Up to the recent past the 
broad conflict of interests posed in China was that of the foreign 
Powers and their nationals, viewed collectively, on the one side, and 
China and the Chinese on the other. Occasionally, but in minor 
rather than in fundamental respects, the foreign states found them- 
selves in conflict. Similarly, the Chinese on occasion failed to present 
a unified front in dealing with the foreigners. Thus within the larger 
area of conflict there have been subordinate ones. Nevertheless it 
remains true that, until comparatively recently, the fundamental 
issue has been between China and the foreign Powers. 

Now, however, the contest over the foreign residential areas has 
become at least a triangular one. Contemporary Japanese policy has 
in it elements of threat not only to China but equally to Western 
rights and interests and the Western position in China. Since this 
position and those interests are largely concentrated in the Inter- 
national Settlement and the French Concession at Shanghai and in 
the foreign concessions at Tientsin, the movement against them as at 
present carried on is essentially a movement with much larger objec- 
tives and more significant implications than are presented in the local 
issues which have been raised. To grasp the implications of the 
present struggle it is necessary to envisage Shanghai and Tientsin, 
and the foreign areas therein, not as entities in themselves, but in 
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relation to the entity China, and policy regarding them in relation 
to the entire complex of conflicting national policies. 

The studies of Shanghai and Tientsin in this volume show how the 
settlements and concessions came to be established, what their 
present legal and governmental arrangements are, both internally 
and in relation to the Chinese jurisdictions, and the nature of the 
specific conflicts which have arisen over them on account of the 
present struggle between China and Japan. From the larger stand- 
point, however, the original ‘why’ of these foreign residential areas 
needs to be emphasized as well as what, from the physical and legal 
standpoint, they are and have come to represent. 

John Quincy Adams probably put it too strongly when he said 
that ‘the fundamental principle of the Chinese Empire is anti-com- 
mercial’, but certainly it was true, before treaty relations between 
China and Western states were entered into just short of a century 
ago, that China admitted ‘no obligation to hold commercial inter- 
course with others’, as Adams also said. The fundamental purpose 
of England, the United States and France (the first treaty Powers) 
in forcing China into treaty relations was commercial. Through 
treaty provisions they sought to open China so that trade might be 
carried on more satisfactorily than under the conditions prescribed 
previously by China at Canton. They sought to ensure trade as a 
matter of right rather than as a privilege which might be granted or 
withheld at the discretion of China. At the same time they sought to 
create conditions which would enable the right theoretically con- 
ceded to be exercised in fact. 

Consequently provision was made by treaty for a low tariff, for 
extra-territoriality, and for rights of residence at the places opened 
by treaty to foreign trade and traders. Being compelled to accept 
the foreign trader under extra-territorial conditions, but not desiring 
to open the entire country to him, Chinese officialdom initially found 
the treaty-port limitations of advantage, and within the treaty port 
found it convenient to have the foreigners drawn together under the 
authority of their own officers who might be held responsible for 
their behaviour. Certainly as long as foreigners enjoyed extra- 
territorial rights, there was reasonable ground for objection to their 
being permitted residence throughout the country. Thus at the outset 
there was an undeniable link between the foreign residential area 
system and that of extra-territoriality. 

The point to be emphasized here, however, is that the residential 
areas were designed, from the foreign standpoint, to make secure for 
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the foreigner the places opened by China to trade and thus had a 
purpose in relation to the progressive opening of that country. 
From the Chinese standpoint, on the other hand, they served a 
restrictive purpose. The underlying conflict therefore was not essen- 
tially over the existence of these foreign residential areas but over the 
much more fundamental question of whether, and to what extent, 
China should open itself to commercial intercourse with the national 
of other states. It was in respect to this conflict that there was for 
long a substantial identity of interest and purpose between the 
foreign states, on the one side, as against China, on the other. 

By the time the Chinese, whether willingly or reluctantly, had 
changed their minds about foreign intercourse and the advantages of 
foreign trade and were consequently willing to establish their rela- 
tions with foreign states on the bases defined in international law, 
the foreign residential areas had been transformed into developed 
cities of very considerable wealth and importance. They had also 
become something more than residential areas for foreigners engaged 
in the import and export business. Chinese in large number had come 
into the foreign settlements, especially at Shanghai, so that they were 
no longer, from the standpoint of population composition, even 
primarily ‘foreign’ residential areas. While security for life and 
ptoperty was maintained in the foreign settlements, disturbed con- 
ditions elsewhere in China promoted a flow of Chinese from the 
areas of disturbance into the areas of security. Servicing requirements 
of the foreigners and of the foreign trade also brought Chinese into 
tesidence in what had been planned and initially executed as non- 
Chinese residential areas. This happened even where, as at Tientsin, | 
Chinese were legally prohibited from acquiring land within the con- 
cessions for residential or other purposes. As is shown in the follow- 
ing study of the Tientsin concessions, ways were found of avoiding 
the prohibitions. And as the settlements and concessions changed 
from foreign residential areas into foreign administered and governed 
areas of Chinese as well as foreign residence, with the Chinese popu- 
lation in the majority, new problems of relationship were presented 
both within the settlements and between their authorities and the 
Chinese Government. 

By the time an issue over the concessions as such was raised, their 
character, especially in the case of the International Settlement at 
Shanghai, had changed in another important respect. As has been 
stated, the foreign residential areas were originally conceived of in 
relation to foreign trade. The figures presented in the following 
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studics of Shanghai and Tientsin reveal their importance in this 
respect. The import and export trade of Manchuria flowed out 
through Dairen, which, although in a leased territory, had essentially 
the same characteristics as the foreign settlements within China. The 

| North China and Mongolian foreign trade was centred in Tientsin, 
and was mainly in the hands of the foreigners in the concessions. 
Tsingtao also served as bottle-neck for the import and export trade, 
first under German and then under Japanese auspices. The Inter- 
national Settlement and the French Concession at Shanghai drew in 
for export the commodities of the Yangtze Valley and dispersed 
imports throughout the same rich trading area. Similar conditions 
obtained in the south. 

When the machine economy was introduced into China it was the 
forcigners who established the factories and began manufacturing. 
The right to engage in industrial enterprise was first secured by 
Japan in the Treaty of Shimonoseki (1895), which terminated the 
first Sino-Japanese War. The right was automatically extended to all 
of the treaty Powers in virtue of the most-favoured-nation clause 
of their treatics. The location of the new industry was already fixed 
for the foreigners both in terms of the treaties and in terms of 
convenience at the treaty and ‘open’ ports and within the foreign 
administered areas. Of all of the foreign residential areas, the Inter- 
national Settlement at Shanghai, because of its location and its 
development, was indicated as the place of concentration of foreign 
financed and administered industrial enterprise. 

When Chinese, at a later period, became industrial-minded they 
also were drawn to Shanghai primarily and to the other treaty ports 
secondarily for the location of their enterprises. One explanation of 
this is to be found in the fact that the native industry began to 
develop at the time of greatest political disturbance within the 
country. The foreign settlements furnished the conditions of security 
necessaty to encourage the relatively large investment involved in 
the establishment of a factory. Another explanation is to be found in 
the fact that native enterprise located within the foreign-administered 
area, almost equally with the foreign enterprise, escaped the variable 
Chinese taxes and fell generally outside the scope of any regulating 
authority. But whatever the explanation, the fact is that modern 
industry, both Chinese and foreign, had come to be concentrated at 
Shanghai, and to a lesser extent in the other foreign areas, by the 
time when developing nationalism made it inevitable that their status 
would be attacked. 
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This industrial development at Shanghai changed the nature of the 
International Settlement, particularly in several important respects. 
In the first place, it no longer functioned primarily as a residential 
area of primary importance to foreigners engaged in trade. By the 
nineteen-twenties it had a primary importance in relation to the 
developing economy of China itself. Thus its internal industrial 
importance equalled even if it did not actually overshadow its com- 
mercial importance to the foreigner and his Chinese colleague or 
subordinate. With the development of industry, in the second place, 
the International Settlement also became a centre of finance. In this 
respect Shanghai stood in somewhat the same relationship to the 
political capital as does New York to Washington. 

With the development of industry new class relationships came to 
exist in China, and with them new sources of conflict. A Chinese 
capitalist class began to emerge, and with it an industrial proletariat. 
These new elements in Chinese society were largely concentrated in 
the treaty ports, since modern industry had come to be located and 
localized there. And, since the settlements and concessions within 
the treaty ports were the centres of the new industry, they became 
the actual centres of industrial conflict. In this respect the alignment 
of foreigner against Chinese, in cases of conflict involving the con- 
cessions, changed into an alignment of foreigner and Chinese 
industrialist and capitalist, on the one side, against the Chinese 
proletariat and its supporters on the other. This situation was both 
advantageous and disadvantageous to the foreigners. Under certain 
circumstances it brought the wealthy and powerful Chinese into 
support of their position. But it also enabled them to be unduly 
singled out as if solely responsible for the maintenance of most 
objectionable economic conditions. Imperialism and the conditions 
resulting from industrialism came to be considered merely different 
facets of the same diamond. This had a confusing effect both in 
domestic politics and on foreign relations. The point may be made 
clearer by reference to the struggle which developed over ‘rendition’ 
of the concessions. 

It may fairly be said that there was no really determined effort 
made to terminate foreign control of these residential areas until the 
nationalist movement of 1925-8 resulted in the establishment of the 
National Government under the Kuomintang. And by that time, as 
suggested above, the function of the Shanghai and other foreign 
areas in relation to China had assumed a new form. From the political 
standpoint the problem of governmental control in China had long 
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been complicated by their existence. The anti-Manchu agitation, for 
example, had been carried on in part from the security of the con- 
cessions. After the overthrow of the parliamentary republic by Yuan 
Shih-kai many prominent politicians maintained a double residence 
—in the capital or in a provincial centre of government, to be used 
when in power, and in one of the concessions or settlements, to 
be used as an asylum when the political wheel turned. Possibly it 
was because of political uncertainty that those in power took no 
vigorous action designed to eliminate the foreign-administered areas 
as a place of refuge beyond their jurisdiction for their political 
opponents. For their elimination would have also removed them as 
havens for those who insisted upon their rendition when they in 
turn were driven from office. 

Fundamentally, however, the demand for rendition of the foreign- 
administered areas was postponed until after Western political 
thought, emphasizing the right of the government of the state to 
exercise exclusive jurisdiction over its territories and the people 
residing therein, had been impressed into Chinese thinking. The 
existence of the concessions put China in a different position vis-a-vis 
foreigners, and in the assertion of its territorial sovereignty, than 
were other states, and thus in a position of inequality. Consequently 
the demand for equality, voiced so vigorously by the Western States 
almost a century earlier and proclaimed by them as a fundamental 
ptinciple of relationship between sovereign states, was voiced by 
China as her Western-educated leaders became nationalist in their 
outlook. From this point of view the foreign residential areas were 
open to the same objection as was extra-territoriality, the conven- 
tional tariff, and the foreign supervision of customs collections. All 
were involved in the demand for revision of the ‘unequal’ treaties. 

The doctrinal basis of Chinese nationalism is laid in the San Min 
Chu I, a collection of the lectures delivered by Dr. Sun Yat-sen in 
Canton in 1924. From the present standpoint the most important of 
Dr. Sun’s Three Principles of the People, as it was the first in the 
order of exposition, was that of Nationalism. As developed, it had 
both an internal reconstructive emphasis and an external one. In the 
latter form it was expressed as anti-imperialism, which served as one 
of the most effective propaganda emphases of the Kuomintang as the 
northern expedition was planned and carried out. 

On the side of the Western States and Japan, some of the decisions 
taken at the Washington Conference of 1921-2 were expressive of a 
gtowing belief that there was justice in the Chinese demand that the 
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nineteenth-century treaty system should be readjusted as rapidly as 
possible to meet the requirements of a new time. Thus the resolution 
adopted regarding extra-territoriality in China stated that the Powers 
concerned were ‘sympathetically disposed towards furthering in this 
regard the aspiration to which the Chinese delegation gave an expres- 
sion on November 16th, 1921, to the effect that “immediately, or as 
soon as circumstances will permit, existing limitations upon China’s 
political, jurisdictional and administrative freedom of action are to 
be removed” ’. 

Yes this newer Western point of view did not lead to a rapid 
voluntary renunciation by the Western Powers of their treaty 
privileges, nor, it must be recognized, was it expressly applied at 
Washington to the foreign residential areas except as their status was 
bound up with that of extra-territoriality. The application in fact of 
this sympathetic point of view was made dependent upon satisfac- 
tion ‘that the state of the Chinese laws, the arrangements for their y 
administration, and other considerations’ would warrant a change in 
the system of extra-territorial rights. The conditions of political con- 
flict in China after the Washington Conference were held by the 
foreign governments to preclude the making of any substantial 
changes in the treaty system. During the period of greatest political 
confusion, however, the German, Austrian, and Russian concessions 
had been taken over by China in consequence of the World War and 
the Russian revolution, and Germans, Austrians, and Russians had 
been deprived of extra-territorial rights. This had been accomplished 
without serious objection from the other Treaty States. And this 
action had not been attended by all of the adverse consequences 
which were predicted for Englishmen, Frenchmen, Americans, and 
Japanese if they should similarly lose their treaty privileges. In view 
of this, the Chinese nationalists, whether justified or not, tended to 
conclude that the Western Powers would not voluntarily modify 
‘existing limitations upon China’s political, jurisdictional, and 
administrative freedom’, not so much because those limitations were 
actually essential to the protection of the residential position of the 
foreigner as because they had value in enabling China and the 
Chinese to be exploited in the foreign interest. 

This Chinese conclusion, with respect to the exploitive rather 
than the protective character of the residential areas, concurred in to 
some extent by foreigners, found further confirmation in anti- 
imperialist Chinese opinion in the economic and social conflicts that 
developed at Shanghai, especially in the incident of May 30th, 1925. 
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At that time Chinese students and others who were demonstrating 
in support of striking employees of Japanese mill-owners were fired 
upon by the police of the International Settlement. In spite of the 
fact that the demonstration was not authorized under municipal 
regulations and that the shooting took place while the police were 
engaged in defending a police station in which firearms were stored, 
a storm of protest was stirred up throughout the country by the 
action. This led to a similar demonstration at Canton, and to the 
so-called Shakee-Shameen massacre of the demonstrators who were 
fired upon by the British police. Although it is not at all clear that the 
firing was begun by the British, the immediate reaction to it was a 
boycott of Hongkong and of British trade in general. For Nationalist 
China these incidents dramatized and helped to establish foreign 
responsibility for, and the relation of the settlements to, the con- 
ditions of industrial strife which had in fact resulted from industrial- 
ization. 

When the Kuomintang forces, in control of the left-Communist 
leadership of the Party, reached the Yangtze in the course of the 
Northern Expedition, the British were led to restore to Chinese 
control their concessions at Hankow and Kiukiang. 

At Shanghai, however, Chiang Kai-shek secured the support of 
the Chinese bankers and industrialists and conservatives generally, 
together with that of the foreigners whose interests were identical 
with theirs. This support enabled him to establish his control of the 
new regime which, after a purge of the Communists and radicals in 
the Party, was established at Nanking. The price paid was that of 
respect for vested foreign as well as native interests at Shanghai and 
throughout the areas under his control. Consequently the period of 
forced rendition was succeeded by one of negotiation. This led to the 
return by Britain to China of her Chinkiang Concession in 1929 and 
the one at Amoy in 1930. A willingness was also expressed to 
negotiate the conditions for return to China of the Tientsin Conces- 
sion, but no final agreement was reached. The Belgian Concession 
at Tientsin was returned to Chinese administration in 1929 after two 
years of negotiation. 

Even at Shanghai, where the foreign interest was most extensive 
and most highly developed, there were indications of change. As is 
shown in the following study of the International Settlement, the 
foreigners began to become conscious of the necessity for readjust- 
ment as a means of protection for their legitimate interest. The 
importance of the Chinese interest, in the Settlement, both numeric- 
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ally and from the property standpoint, was recognized through 
granting it representation on the Shanghai Municipal Council and on 
its Committees. Some of the more objectionable discriminations 
against Chinese within the Settlement were removed. The Settlement 
authorities, however, were also to extend the scope of municipal 
functions beyond those which were of direct and primary benefit to 
property owners to those which served the wider needs of the 
Chinese masses—e.g. educational, recreational, and public health 
services. 

The representational question, while important, was not the 
fundamental one. That grew out of the industrial status and function 
of the Settlement. The Chinese Municipality, of course, was under 
Chinese national as well as local industrial regulation. The Inter- 
national Settlement and the French Concession, on the other hand, 
were beyond the jurisdiction of either national or local Chinese 
authority. In Shanghai, as W. W. Lockwood points out,! ‘among 
some 360,000 industrial workers, of whom eighty per cent are 
women and children, unbridled exploitation exists in its rawest 
forms’. While the Nanking Government, by legislation, began to 
show concern with industrial conditions in China in and after 1929, 
‘it can do little without the co-operation of the authorities in the 
foreign-controlled areas, of which the International Settlement is 
industrially the most important. Thus factory control in Shanghai is 
complicated, not only by a tangle of legal jurisdictions, but also by 
the existence of three mutually independent municipalities, each 
with its own administrative prerogatives and traditions.’ ? 

If the evils of industrialism were to be ameliorated, the factories 
in the Settlement would have to be brought under legislative regula- 
tions similar to those in the Chinese city and in the rest of the 
country. And foreign factories would have to be under regulation 
similar to that applied to the Chinese, whether in or out of the Settle- 
ment. Had regulation to avoid ‘unbridled exploitation’ in the Settle- 
ment been introduced with the factory system, the conflict of interest 
which developed might have been partially avoided. But the 
foreigners, as well as native capitalists, avoided regulation and thus 
were enabled to exploit to the maximum the cheap labour supply 
afforded by China. They did not seriously concern themselves with 
the establishment of satisfactory conditions in the factories which 
were within their jurisdiction, or at least outside that of the Chinese 

1 The American Political Science Review, Vol. III, No. 6, December, 1934. 
2 Op. cit., p. 1041. 
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authorities, until after 1929, in which year a national factory act was 
promulgated by the Nanking Government. Then the Municipal 
Council sought to preserve its administrative position by co-opera- 
tion in enacting and applying legislation embodying similar pro- 
visions to those enacted by the Chinese which would be applied 
through Chinese officers outside the Settlement. 

It was not, however, until 1933 that the Settlement ratepayers were 
willing to give to the Shanghai Municipal Council the right to con- 
trol factory conditions by a system of licensing, as a method of con- 
current adoption and enforcement of legislation.1 This action, if 
taken earlier, and in advance of the development of a policy of 
regulation by the National Government, might at least have post- 
poned the forcing of the larger issue of the right of the Chinese to 
extend their direct control over this aspect of the life of the Settle- 
ment. When taken, however, it could only be regarded by the 
Chinese as a concession made for the purpose of preserving as much 
as possible of the privileged position of the foreigner in China; and 
not only of the foreigner but of the Chinese employer equally 
desirous of escaping the control of government under the auspices of 
the foreigner. 

In respect to this conflict of interest it must be recognized that 
Chinese capitalists whose interests (1) were concentrated in the 
foreign residential areas, or, (2) although outside those areas, were 
promoted through the inability of the Nanking Government to 
regulate industry in the concessions, in consequence of which it 
could not fairly and effectively regulate in the Chinese areas, were 
identified in point of view and interest with the foreigners. Thus the 
issue had changed from one aligning the foreigner against the 
Chinese to one aligning the factory owner against the Chinese 
National Government as a regulating authority. 

Viewed broadly, it can only be concluded that by 1930 the 
original purpose and justification of the system of foreign residential 
areas (i.e. of opening the doors of China to foreign commercial inter- 
course), as of extra-territoriality and of the conventional tariff, had 
been lost. The Chinese Government no longer sought to avoid 
foreign intercourse, or to restrict it to the narrowest possible limits. 
The purpose of China was not only not anti-commercial but it was 
that of developing commerce and industry throughout the entire 
country. Its policy was not anti-foreign, but rather directed towards 
establishing the same control of the course of its economic develop- 

1 Op. cit., p. 1041; and infra, Shanghai, p. 28. 
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ment as that exercised by the United States, England, France, and 
Japan. It had accepted the Western view of the nature of the state as 
embodied in the doctrine of sovereignty and pursued, in relation to 
the foreigner, the legitimate objective of bringing him within the 
same governmental control within China as is considered appropriate 
for the alien domiciled in Western states. The foreign governments 
accepted this point of view when they acquiesced in the application 
of a Chinese national tariff in place of the treaty tariff; when they 
indicated a willingness gradually to end the extra-territorial rights of 
their nationals; and when concessions were restored to China, or, 
where that had not been done, adjustments to the Chinese point of 
view were made. Thus as it appeared when the successive assaults of 
Japan on China began in and after 1931, a consequence of the pro- 
gressive unification and modernization of China was quite clearly 
destined to be restoration of China’s control over its territories and 
over foreigners as well as Chinese residing in China for purposes 
either of trade or industry. 

All movement towards this goal was virtually suspended as 
relations with Japan came to overshadow other questions, including 
finally even the struggle between the Nanking Government and the 
Communists. From the military standpoint, a forecast of what was to 
come was offered in the Sino-Japanese hostilities at Shanghai in 1932. 
Up to that time it had been possible to maintain ‘an attitude of armed 
neutrality in Chinese civil wars in the course of which the political 
and territorial integrity of the Settlement ... had been placed in 
jeopardy’! Similarly, when the hostilities between other states 
involved Chinese territories, and even when China itself was engaged 
in war with another state, military operations had not been carried . 
on from, or into, the Concessions and Settlements. In 1932, however, 
the Japanese took the Manchurian struggle to Shanghai, not per- 
mitting the existence of the International Settlement to stand between 
them and an attempt to attain the objective of breaking the boycott 
of Japanese trade which the Chinese had instituted as a form of 
resistance to Japan in Manchuria. Since the defence plans for the 
Settlement provided for the participation of Japan as one of the 
treaty states with nationals and property to protect, one sector of the 
Settlement had been assigned for defence to the Japanese forces. 
Thus they were able to land forces without meeting resistance from 
the Chinese who could not disregard the possibility of complications 
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with the Western Powers. Using their assigned position in the 
Settlement essentially as a military base, thev were able to launch an 
attack ‘against Chinese troops in Chinese-administered territory’. 

The immediate aftermath of the 1932 incident, aside from the 
destruction of property and the loss of life which resulted from the 
military operations, was a strengthening of the Japanese position at 
Shanghai. This led to the displacement of China by Japan as the 
principal advocate of change in arrangements internal to the Settle- 
ment. It was also shown that under certain circumstances the security 
afforded by the foreign residential area, growing out of its traditional 
status, was precarious rather than assured. And, finally, it was shown 
that attacks might be launched on China under favourable conditions 
through ‘defensive’ use of the International Settlement, and that its 
existence made the problem of defence by China more complicated 
and difficult. 

On the other side it was made clear that the foreign Powers were 
more seriously concerned to defend their interests, as they were 
concentrated in the residential areas, than they were to act in support 
of abstract principles embodied in the international law and treaties, 
since they did act to restrict the scope of Japanese action in Shanghai 
as they did not in Manchuria, and they did finally succeed in bringing 
about the termination of hostilities on terms relatively acceptable to 
China. In other words, if similar circumstances should arise in the 
future, a serious threat to the foreign interest vested in the settle- 
ments and concessions might conceivably bring about foreign sup- 
port for China against Japan. 

At the outset of the present struggle the International Settlement 
functioned much as it had in 1932 as a partial buffer between the two 
belligerents. Nevertheless, the damage done to the Settlement and 
the French Concession did not serve to bring about foreign inter- 
vention in behalf of either belligerent. It was only after Japan 
established its military control at Shanghai and drove the Chinese 
Government and armies first out of Nanking and then from Hankow, 
rather than in consequence of complications growing out of military 
operations, that the triangular struggle between Japan, China, and 
the Western Powers became acute. 

One aspect of this contest antedates the outbreak of war in 1937. 
This was presented in the Japanese desire to have a voice in the 
administration of the Settlement more nearly proportioned to the 
size of its Japanese population and more nearly commensurate with 


* Infra, Shanghai, p. 55. 
xvi 


the extended political power and influence of Japan at Shanghai and 
throughout China. Thus before as well as since 1937 Japan has sought 
larger representation on the Municipal Council and in the adminis- 
trative services of the International Settlement. The British and 
American ratepayers, however, were as reluctant voluntarily to 
concede this as they had been before 1926 to give way to similar 
Chinese demands. This aspect of the Shanghai problem was one 
ptimarily internal to the International Settlement, only indirectly 
raising larger issues of policy and of international relationships. It 
was as incidental to the fundamental issue as was the similar Chinese 
demand to the issue of complete restoration of Chinese control over 
the foreign residential areas. 

Two things have been instrumental in raising the more funda- 
mental issue between the Western Powers and Japan over the con- 
cessions and settlements. The first is the functioning of the foreign 
residential areas at Shanghai and Tientsin in relation to Japan’s 
attempt to consolidate its authority in north and central China 
through the establishment of so-called puppet Chinese governments. 
The second is to be found in the implications of the ‘new order’ 
which Japan has proclaimed for the Far East. 

The conclusions which can reasonably be drawn from the facts 
presented in the following studies with respect to the first problem 
may be briefly stated. Before doing that, however, the broad frame- 
work of present relationships needs to be summarily described. 

At the opening of 1939 the first stage of the Sino-Japanese War 
had been completed. The advance line of the Japanese military 
occupation was roughly that of Peking-Hankow-Canton. Beyond 
that line the Japanese army seemed to lack the offensive power to 
penetrate. Between it and the sea the lines of rail communication, 
most of the ports of entry except for the portions of them marked 
out as foreign residential areas, and many of the principal towns and 
cities, were under Japanese military occupation. Provisional Chinese 
‘puppet’ governments had been constituted at Peking and at 
Nanking. The effective authority of neither of these governments, 
nor of similarly constituted local regimes, however, extended much 
beyond the limits set by the presence of Japanese troops. Within the 
area indicated above roughly as that of Japan’s military occupation 
large bodies of Chinese troops, organized to conduct guerrilla war- 
fare and under the direction of the government headed by Chiang 
Kai-shek, carried on operations. Under their auspices and with their 
support the country behind the Japanese lines, as distinguished from 

xix 


the towns, continued to accept as far as possible the direction of the 
Chungking Government. The Western States whose interests were 
centred in the concessions continued to recognize and deal with the 
Chungking Government as a matter of public policy, lending it some 
support, particularly in the maintenance of the exchange value of its 
currency. Thus they had recognized neither the legitimacy of the 
Japanese conquest of the eastern part of China, or even the fact of 
the completed military conquest; nor had they accepted the new 
Japanese-sponsored Chinese regimes as de facto governments of the 
provinces over which they claimed to exercise authority and in which 
the foreign residential areas are all located. 

Under these circumstances the concessions and settlements as- 
sumed somewhat the character of ‘free’ ports, functioning in relation 
to a China engaged in war with Japan much as they had in relation 
to the local contestants during the period of chronic civil war. Their 
position has been described by the General Manager of Reuter’s in 
Shanghai as follows: 


Within or on the edge of territory conquered by the Japanese Army 
there remain these rich enclaves which are a source of profit and a place 
of refuge for the persons and property of the Government it is seeking 
to destroy. The hoarded wealth, the publicity, and the banking and 
currency structure of the Chinese Government have been sheltered 
since the outbreak of hostilities in the British colony of Hongkong, in 
predominantly British Shanghai, and in the Tientsin Concession.} 

Consequently, while Japan has been able to drive the Chinese 
Government back to Chungking, it has not been able effectively to 
consolidate its position in part because of the freedom of the con- 
cessions and settlements from the exercise either of Japan’s military 
authority or of that of the Chinese regimes which Japan has insti- 
tuted. In the attempt to displace the national currency with the issues 
of the Federal Reserve Bank in the north and the Hua Hsing currency 
in the Shanghai area, for example, the existence of the foreign 
residential areas, in which part of the Chinese Government’s silver 
reserves could be kept free from Japanese control, and their develop- 
ment into free exchange areas in the midst of Japanese currency 
control, made it much more difficult for Japan to accomplish its 
purpose. 

Thus the settlements have served a useful purpose from the 
Chinese standpoint, with the result that the Chinese nationalists’ 
demand for their rendition to the domestic authority is in abeyance. 

1 Christopher Chancellor, ‘Japan in China’, International Affairs, September, 1939, 


Pp. 613-14. 
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The protagonist of change in their status has consequently come to 
be Japan rather than China. Viewed in terms of their local signifi- 
cance the Japanese demands for change may be said to be directed 
towards either or both of two objectives. 

The first is to secure acceptance of the point of view that there 
should be no participation from the foreign areas in the struggle 
between Japan and China except as that participation is beneficial to 
Japan and to the Chinese governments which it is attempting to 
establish in succession to the National Government. Thus the 
objective is the divorce of settlement policy from the general atti- 
tudes of the British and American Governments, which have been 
favourable to the maintenance of the independence and integrity of 
China. This would commit the concession and settlement authorities 
to the closing of all Chinese government offices in the foreign 
residential area and to the policy of handing over to the Japanese- 
Chinese authorities on demand all Chinese suspected of engaging in 
political activities considered ‘subversive’ from the standpoint of 
the maintenance of the authority of the Japanese-sponsored govern- 
ments. As a Japanese army statement with reference to the Tientsin 
conflict put it, ‘the objective . . . is the British Concession authorities, 
who have allowed their Concession to be converted into a virtual 
“branch shop” of the Chiang Kai-shek administration’, and nothing 
locally beyond that. In these terms the objective might be attained by 
compelling a change of policy on the part of the concession and 
settlement authorities even though their governments otherwise 
continued to lend aid to the Chiang Kai-shek Government in 
western China. The other local objective is revealed where the 
international settlement, whether at Shanghai or at Kulangsu, rather 
than the national concession is involved. This objective is to enlarge 
Japanese participation in the government to the point of political 
and administrative dominance. 

Under the circumstances, however, neither objective can be 
attained by exclusive agreement of Japan and the local authorities. 
The latter’s governments must also assent, and the granting or with- 
holding of their agreement involves more than local considerations. 
They could, to be sure, decide to treat the local problem in terms of 
its local aspects, overlooking the effects of local readjustments on the 
larger issues involved, though not without affecting them. But, 
proceeding from the local base, the Japanese Government itself has 
sought almost from the outset to use the local difficulties to compel 
reconsideration of the policy of support of the defensive objectives 
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of the Chinese Government. The location of the foreign residential 
areas makes it possible for Japan to bring pressure to bear on the 
Western Powers through them as it cannot readily do directly. 
Thus it seemed feasible in 1939 to present the British Government 
in effect with the alternatives of a withdrawal of support from 
Chiang Kai-shek as the price of respect for its rights and interests and 
those of its nationals at Shanghai and Tientsin, or the continuation 
of support of Chiang and a loss of its material stake in China. 

A third alternative would, of course, be the use of a counterforce 
against Japan in defence of the status quo at Tientsin and Shanghai. 
In contemplation of this third possibility Japan has steadily sought 
to act so as to separate the United States from Britain. Thus the 
application of the strongest pressure at Tientsin against the British 
Concession, rather than at Shanghai against the International Settle- 
ment, where the Americans participate in the administration instead 
of merely benefiting from it, was designed to have this effect. If the 
United States failed to recognize the identity of its interest with that 
of England, only the possible resistance of the latter would have to 
be contemplated, and while American resistance to Japan might be 
made effective solely through economic action, British resistance 
could only be effectively undertaken by the use of naval and military 
means. 

The anti-Comintern Pact being effective, the circumstances of 
European politics during the first half of 1939 justified the conclusion 
that England could not by itself bring the power to bear to sustain 
its position at Tientsin or Shanghai against Japan. The attempt was 
consequently made to use a local issue as a lever to bring about a 
change of the policy of the British Government as well as to sub- 
ordinate the local authorities at Tientsin to the Japanese. The 
signature of the Arita-Craigie Agreement of July 24th, 1939, in- 
dicates that Japan was right in concluding that under existing con- 
ditions the British would not feel that they could resort to extreme 
measures in defence of their position in China, and thus that an 
attack on the British position at Tientsin could be used in an attempt 
to bring about a general modification of British policy. In other 
words, the British did give way to Japan to a considerable extent 
under pressure applied at their most vulnerable point. From this it is 
possible to conclude that the failure of both America and Britain to 
support Chiang Kai-shek more vigorously than they have, and thus 
to implement their own policies vis-a-vis Japan, has been on account 
of this perception of the vulnerability of their position with their 
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large material interests concentrated at Shanghai and Tientsin and 
elsewhere within easy striking distance for Japan. If so, the local 
position had previously affected in a negative fashion both American 
and British policy in its larger aspects. 

However that may be, in relation to the issue immediately pre- 
sented in 1939—the functioning of the concessions in relation to the 
occupied territory—the Japanese won a diplomatic victory, since 
‘His Majesty’s Government’ recognized the existence in China of 
hostilities on a large scale and therefore noted that ‘as long as that 
state of affairs continues to exist, the Japanese forces in China have 
special requirements for the purpose of safeguarding their own 
security and maintaining public order in regions under their control 
and that they have to suppress or remove any such acts or causes as 
will obstruct them or benefit their enemy’. While not withdrawing 
recognition and support from the Chiang Kai-shek Government, the 
British Government did, even if only as a recognition of a state of 
fact, thus strengthen Japan’s position in the ‘occupied’ areas by 
recognizing the special requirements of the Japanese Army in China 
and expressing an intention not to countenance ‘any act or measures 
ptejudicial to the attainment of the above-mentioned objects by 
Japanese forces’ and ‘making it plain to British authorities and 
British nationals in China that they should refrain from such acts 
and measures’. 

So far as non-local issues are concerned, what would have followed 
this preliminary agreement if the pressure situation had remained 
unchanged can only be surmised, since change did immediately take 
place. On July 26th the American Government gave notice of 
intention to terminate the American-Japanese commercial treaty of 
1911. The circumstances indicated that the action taken might be the 
prelude to a more positive and vigorous implementation of American 
policy. This concretely, although belatedly, emphasized the actual 
perception at Washington of the identity of American and British 
interest in preserving China and maintaining foreign interests in 
China, and thus lessened the effective pressure which Japan could 
apply. The announcement of the German-Russian agreement also 
served indirectly to restrain Japan in further immediate moves 
against the Western position in China. And the outbreak of war in 
Europe, and the subsequent unfolding of Russian policies, further 
changed the pressure situation in the Far East. As it turned out, 
consequently, even given the widest implications of the Arita- 
Craigie agreement in relation to the war between China and Japan, 
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the British did not find themselves carried beyond the immediate 
war situation towards an agreement on the status and functioning of 
the foreign residential areas if and when Japan’s war objectives 
should be attained. 

This raises the fundamental issue which should be faced now 
rather than postponed to the future. So far it has been faced only 
indirectly and to a limited extent in the definition, and especially in 
the implementation, of policy of the important Western States. From 
the time of the outbreak of hostilities they have been opposed to the 
violation of treaty agreements. They have also refused to accept the 
Japanese contention that a ‘new order’ either has been or must be 
established in the Far East in accordance with Japanese prescriptions. 
Until the formulation of the ‘new order’ at the end of 1938, however, 
it was not fully recognized that there was an ultimate incompatibility 
of Japanese purposes with the maintenance or extension of Western 
rights and interests in China. Opposition to Japan, consequently, 
was largely based upon rejection of the methods employed by Japan 
to accomplish its more limited purposes. Thus implicitly, even if not 
explicitly, Western policy was based upon the view that the issue was 
between China and Japan, in terms of ultimate purpose, and not 
between either China or Japan and the Western position in China 
and the Far East. After the end of 1938, however, it was made 
increasingly clear that conclusions on the immediate problem of the 
concessions and settlements must be reached from the standpoint of 
the ultimate implications of Chinese and Japanese purposes in rela- 
tion to Western rights and interests in China. 

As between China and the Western States, if China should be the 
victor in the present war, there is no essential incompatibility of 
legitimate purpose. Such an outcome would firmly establish the 
independence as well as the territorial integrity of China. Under those 
circumstances the demand for restoration of the foreign areas to 
Chinese control would again be expressed. As has already been sug- 
gested, however, that demand would be that Western States should 
accept China’s protection for their nationals throughout the country, 
and it carries with it a willingness to modify the treaty-port system of 
restricted intercourse in favour of the broader access to the country 
for trade and investment which, at the outset, China was not willing 
to concede. Thus the Chinese demand for rendition is a demand that 
a forward and not a backward step, from the standpoint of foreign 
trade and foreign relations, should be taken. It had already been 
conceded in principle before the present war broke out. 
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As between Japan and the Western States, on the other hand, a 
different conclusion must be reached on the basis of Japan’s declara- 
tion of ultimate intention. After the first stage of the war had been 
concluded with the fall of Hankow, the ‘new order’ was proclaimed 
as the goal of Japan’s continental policy. Within this conception is 
that of the creation of an economic entity comprising Japan, Man- 
chukuo, and China which shall function as a self-sufficient unity. 
Economic self-sufficiency has similarly been the goal in Japanese 
policy formulated under the conception of ‘co-operation’ between 
China and Japan. The complete realization of self-sufficiency would 
obviously mean the termination of Western trade with China and 
Japan, and thus the loss of any function and utility for the foreign 
residential areas. Under modern conditions of production, however, 
the Japanese dream of an economically self-sufficient empire will not, 
even under the most optimistic forecasts, prove to be realizable. 
In more practicable terms the Japanese goal may be defined as that 
of the monopolization to the fullest extent possible of China’s 
resources and of the China market, with a controlled and regulated 
and thus a limited trade with the Western world. Certainly a com- 
plete Japanese victory in the present war would, as far as China is 
concerned, make that a practical objective for Japan. That this is 
more than a verbally formulated objective in Japanese policy has 
already been revealed. The institution of trade monopolies in Man- 
churia since 1932, and the more recent moves towards the establish- 
ment of exploitation and trade monopolies in North China, give a 
definite content of meaning to the words Japan uses in the definition 
of its ultimate aims. 

To attain that objective, so far as the Western Powers ate con- 
cerned, Japan must accomplish one of two things. It must either 
establish control of the foreign residential areas directly by taking 
them over itself and defining within them the extent and direction of 
non-Japanese economic and financial interests, or the same end must 
be attained indirectly by bringing them under the control of 
Japanese-dominated Chinese governments. Otherwise a barrier must 
be erected between the foreign settlement and the Chinese com- 
munity through a reinstitution of contact arrangements similar to 
those which existed both at Canton for China and at Deshima for 
Japan in pre-treaty days. Under either arrangement a limited trade 
could be maintained, the foreigners being restricted to dealing with 
either Japanese or Sino-Japanese monopolies. However it is accom- 
plished, the conclusion cannot be avoided that the larger objectives 
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of Japanese policy require the restriction of non-Japanese contact 
with China, which would result from a channeling of foreign Far 
Eastern trade through Japanese agencies, rather than its extension. 
From the Western standpoint that is the ultimate economic implica- 
tion of Japan’s ‘new order in East Asia’. 

It is, consequently, in relation to that larger objective that the 
policies of the United States, England, and France should be 
developed rather than narrowed in relation to the Sino-Japanese War 
as a war. It is in relation to these larger issues that the struggle over 
the concessions and settlements which was carried on between 
England and Japan during the first seven months of 1939 should be 
appraised in the opinion of the present writer, as the following 
studies of the International Settlement and the French Concession 
and the Tientsin concessions are read. 
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SHANGHAI 


FOREWORD 


HIS study of Shanghai is submitted by the Royal Institute of 

International Affairs as a contribution to the international 
research programme of the Institute of Pacific Relations, which 
it was decided at the Yosemite Conference in 1936 should include 
a study of the treaty port system in China. Its purpose is to show 
the origin, extent and present importance of international rights and 
interests in Shanghai, their relation to the national interests of China 
and the effects upon them of the Sino-Japanese conflict. While 
it thus forms a part of the ordinary research programme of the 
Institute of Pacific Relations, the study has an obvious bearing 
upon the subject of the special Secretariat Inquiry on the Far 
Eastern conflict and has therefore been made available to members 
who attended the Study Meeting of the Institute held at Virginia 
Beach, Virginia, November 22nd to December 2nd, 1939. 

The study has been compiled by Mr. F. C. Jones on the basis of 
materials collected for the use of a Study Group formed at Chatham 
House to consider problems relating to the future of, Shanghai. 
Sir John Pratt, K.B.E., C.M.G., a member of the Group, kindly 
undertook the final revision of the text, and the completed work 
owes much to his invaluable assistance as well as to the suggestions, 
comments and criticisms of other members of Chatham House with 
special knowledge of the subject-matter. Thanks are due to the 
Shanghai Municipal Council for permission to reproduce three plans 
from the Report of Mr. Justice Feetham to the Council and one from 
the Municipal Council Report for 1932. 

The Royal Institute of International Affairs, as such, is precluded 
by the terms of its Royal Charter from expressing an opinion on 
any aspect of international affairs. The responsibility for the views 
expressed accordingly rests with the author, and while those who 
have contributed their help join in putting forward the document as 
a useful contribution to the study of the subject, this does not neces- 
sarily imply that they subscribe individually to every statement or 
expression of opinion which it contains. 
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CHAPTER I 
INTRODUCTORY 


HE city of Shanghai, situated some twelve miles up the Whang- 

poo River, which runs into the estuary of the Yangtze, is the 
leading commercial, industrial and financial centre in China and is 
the distributing centre for the rich Yangtze valley area of some 
750,000 squate miles containing a population of 180,000,000. This 
geographical position, combined with the network of inland water- 
ways which connect the port with the interior cities and the Grand 
Canal, had, at the time of the first foreign treaties with China, given 
to the Chinese town, with its population of nearly 300,000, an 
outstanding position in the coastal and inland trade, as well as in 
overseas commerce. In 1843 an English visitor described the city 
as ‘the great gate—the principal entrance in fact—to the Chinese 
Empire’, spoke of the ‘forest of masts’ of junks from all parts 
of China and from the East Indies, and rightly prophesied that 
Shanghai would outstrip Canton in the trade of China with the 
West.1 

In addition to its geographical advantages the special character of 
the administrative régime in the International Settlement and French 
Concession has afforded a higher degree of security for life and 
property and more effective protection from excessive taxation or 
illegal exactions than was available in areas under Chinese control. 
Shanghai has in consequence become the chief banking and financial 
centre as well as the chief shipping, commercial and industrial centre 
in China and ranks among the ten most important commercial ports 
in the world. There is a very large concentration of foreign interests 
in the International Settlement and, of the foreign nationalities 
represented, by far the largest stake in Shanghai is held by the 
British. 

Shanghai is divided into three areas administered by separate and 
mutually independent authorities, each one of which acts under its 
own special laws and regulations. These areas are—the International 
Settlement, which has been enlarged from an original area of 138 
acres to one of 5,583 acres, with a population at the time of the 
Pier i Ber of the Hon. Mr. Justice Feetham, C.M.G., to the Shanghai Municipal Council 

called Feetham Report), 1931, Vol. I, Part Il, Chap. II, p. 23. 
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municipal census in 1935 of 28,583 foreigners and 1,120,860 Chinese; } 
the French Concession, the area of which has been increased from 
164 actes to 2,525 acres, with a population of 18,899 foreigners and 
479,294 Chinese; and the Chinese Municipality of 320 square miles, 
with 10,125 foreign and 2,089,007 Chinese inhabitants.? 

In order to obtain a right perspective, an account of the historical 
evolution of these foreign-administered settlements should be pre- 
faced by a reference to the extremely decentralized character of the 
Chinese Imperial administration in the nineteenth century. The 
accepted practice was for the local authorities to initiate and conduct 
policy, while the government in Peking usually left them to their 
own devices and intervened only to supervise and check them when 
such action was considered necessary. The relations between the 
Chinese Empire and outside countries were, in the Chinese view, 
those between a suzerain and tributaries, and were therefore quite 
naturally devolved upon viceroys, provincial governors, or even 
lesser officials. 


The British treaty of 1842 was signed by the Tartar General of Canton 
and the Lieutenant-General of Chapu, who, being responsible for 
resistance to aggression on the coasts of Kwangtung and Chekiange, 
transferred their headquarters to Nanking to settle matters with the 
aggressor; and to their signatures to the treaty was added that of the 
Viceroy at Nanking, within whose jurisdiction the negotiations for 
peace was conducted, though he was not mentioned as a plenipotentiary 
in the preamble; no Envoy was sent direct from the central govern- 
ment. The American treaty of 1844 was negotiated and signed by the 
Viceroy at Canton (who alone was named in the preamble) and the 
Tartar General; and the French treaty, later in the same year, was signed 
by the Viceroy alone.® 


These provincial officials, to whom the central government dele- 
gated the task of concluding treaties of peace and commerce with the 
Western Powers, in their turn delegated to a subordinate official, the 
Taotai, or Intendant of Circuit, who had administrative control over 
two or three prefectures and was usually also Superintendent of the 
Custom House, the business of settling with the foreign consuls the 
arrangements for foreign trade and residence in the treaty ports. 

r Ie ; 

2 Ta resents Toten be eto Conbasicn sad Chitele Municipality 


are estimates. 
2H. B. Morse, The Trade and Administration of China, pp. 40-1. 


CHAPTER II 
THE INTERNATIONAL SETTLEMENT 


HE INTERNATIONAL Settlement at Shanghai had its origin 

in a set of Land Regulations promulgated by the Taotai (the 
chief local Chinese territorial official) on November 2gth, 1845, with 
the approval of the Viceroy at Nanking. Shanghai was one of the 
five ports opened to foreign trade and residence by the Treaty of 
Nanking of 1842. The first British Consul arrived at the port in 
November 1843 and immediately entered into negotiations with the 
Taotai with regard to the right to trade, and to reside and acquire 
land and houses, conferred by the treaty on his nationals. The 
various points agreed upon during the ensuing two years were 
embodied in the Regulations of 1845, which, though in form the 
unilateral act of the Chinese Government, really represent an inter- 
national agreement. Article II of the Treaty of Nanking stipulated 
that 


British subjects with their families and establishments shall be allowed 
to reside for the purpose of carrying on their mercantile pursuits, with- 
out molestation or restraint [at the five ports (afterwards to be known 
as Treaty Ports), and Article 7 of the Supplementary Treaty of the 
Bogue of October 8th, 1843, stipulated that at these ports] ground and 
houses, the rent or price of which is to be fairly and equitably 
arranged for according to the rates prevailing among the people, 
without exaction on either side, shall be set apart by the local 
officers, in communication with the Consul, and the number of 
houses built or rented will be reported annually to the said local 
officers by the Consul for the information of their respective Viceroys 
and Governors, but the number cannot be limited, seeing that it will 
be greater or less, according to the resort of merchants. 


This may seem a somewhat exiguous treaty basis for the great city 
into which the original British site has now grown, but in fact the 
interpretation spontaneously put upon these treaty clauses on both 
sides was that a site should be set apart, within which the merchants 
might provide themselves with amenities such as good roads and 
cleanly surroundings, which the Chinese at that time did not value 
and were not able to provide. This was not regarded by the Chinese 
as being in any degree an invasion of their sovereign rights; on the 


contrary it was in complete harmony with the idea of the devolution 
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t was contemplated at first’was a modest little Britfsh settle- 
[ ment; the growth of the acorn into a great oak is one of the romances 
: of modern history. 
he Land Regulations of 1845, twenty-three in number, dealt with 
~ thé method of acquiring land in the area set aside, the laying out and 
/ repair of roads, building of jetties, bridges, drains, and a public 
/ market. Inflammable buildings and explosives were prohibited; the 
| land renters were to ‘agree together about contributing towards the 
l expenses’, and were allowed to levy wharfage dues. Three merchants 
\ chosen by the British Consul acted as a Committee of Roads and 
\_Jetties. The Regulations contemplated that the land would be grad- - 
ually acquired by foreigners from its native owners, and that Chinese 
would in time be excluded from the Settlement. : 

A different systeffi was adopted at Canton and at some of the chief 
ports opened for foreign trade under later treaties. At these places 
the British Sovereign and other foreign Powers obtained from the 
Chinese Emperor areas of land, known as ‘Concessions’, as sites for 
the trading establishments and residences of their subjects. These 
Concession areas were leased by the Chinese Government to the 
foreign Power concerned, which then proceeded to lay out the land 
leased in suitable lots, and granted leases of these lots for long terms 
to its own subjects, and also in some cases to other foreigners. Thus 
at Canton there are the British and French Concessions on Shameen; 
at Tientsin there were at one time no less than eight separate foreign 
Concessions; and at Hankow five. In these ports the foreign com- 
munity of each Concession set up, under the authority of the foreign 
Power holding the Concession, its own municipal government, pre- 
sided over by its own Consul, and thus there came into existence, 
in contiguous Concession areas, a number of separate municipal 
governments, each exercising independent authority. 

Under the 1845 Regulations non-British foreign nationals were 
allowed to take up Iand with thé consent of the British Consul, but 
they were to observe the Land Regulations, and any breach of these 
Regulations was to be punished by the British Consul. These pro- 
visions, however, obviously conflicted with the rights of other 
Powers, and particularly of France and of the United States of 
America, who had signed treaties containing clauses similar to those 
in the British Treaty. An American citizen had the treaty right to 
acquire land from a native owner anywhere in the Treaty Port, and 
it was an infringement of this right to lay down that in this par- 
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ticular area he must apply for the consent of the British Consul. It 
was also obviously improper for a British Consul in China to assume 
jurisdiction over foreigners other than his own nationals, without 
the consent of their governments; but if foreigners could take up 
land at pleasure the British Settlement without any obligation to 
conform to the Land Regulations, the working of the Regulations 
would become impossible. The alternative to an exclusively British 
Settlement was a Settlement in which all foreigners would enjoy 
equal rights and which woutd-be-admitfiistered under regulations 
agtéed to by the-zepresentatives of the various Powers and enforced 
_by them upon their respective nationals. Such a code, duly approved 
by the Treaty Powers and passed unanimously at a public meeting of 
the land renters, was promulgated by the Taotai ig August 1854. 
Under this constitution the Settlement community for the fitst tithe 
established for itself an elected representative body and ptovided for 
the organization of a common police force and for the exercise of ¥ 
compulsory powers of taxation. The occasion of this meeting in 1854 
is therefore important as marking the real starting-point of municipal 
developments. 

The disturbances of 1853 caused a great influx of Chinese into the 
Setilement- and The idea of reserving the Settlement for foreigners 
had henceforth to be abandoned. In 1861 and 1862 there jen ake 
disturbances and another enormous influx of Chinese. This gave rise 
to difficulties of administration with which it was difficult to deal 
under the limited powers conferred by the 1854 Regulations. The 
foreign population had also increased and doubts had arisen whether 
the Regulations could legally be enforced against foreign nationals. 
The provision of an.amended code had therefore become a matter of 
gteat urgency, and eventually in 1866 a revised code was accepted 
at a public meeting of land renters. In the meantime, by virtue of an 
agreement of June 25th, 1863, an area in the district known as Hong- 
kew, north of the Soochow Creek, had been set aside as the American 
Settlement, and had been immediately amalgamated with the British 
Settlement under the 1854 Regulations. It was still hoped that the 
French would accept the revised draft of 1866 as applicable to their 
area, and thus effect the amalgamation of all three areas, but the 
French Government definitely refused to do so, and on September 
1st, 1866, the French Consul promulgated a Réglement d’organiza- 
tion municipale de la concession frangaise de Changhai. ‘The French 
proposed that they should accept the revised code of Land 
Regulations now being elaborated for the Anglo-American Settle- 
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ment and that the other Powers should accept the Réglement in such 
a manner as to make it legally binding upon their nationals residing 
in the French Concession. But the refusal of the United States to 
accept this proposal caused a prolonged deadlock to ensue. In 1869 
the Land Regulations were revised once more, and sent to Peking 
with a despairing communication from the Municipal Council to the 
effect that the legal enforcement of taxes was becoming more difficult 
every day, and that there was a serious risk of a complete breakdown 
in the municipal administration. Faced with this crisis, the Ministers 
in Peking signed a Joint Minute provisionally sanctioning, on behalf 
of their respective governments, both the revised code of Land 
Regulations and the French Réglement, as revised in 1868. The Land 
Regulations of 189 with only slight amendments have remained in 
force until the present time, and represent'a general agreement-omtthe 
.. Subject between the Powers concerned, including China. 

The Consuls at Shanghai appear to have deferred consulting the 
local Chinese authorities until their own domestic differences over 
the new code had been composed. The Ministers in Peking, fearing 
an imminent breakdown of the whole administration, took it upon 
themselves to sanction the code; and, when it was found that no one 
objected, there seems to have been a tacit conspiracy to leave well 
alone. In subsequent years the Chinese authorities in various direct 
and indirect ways recognized the validity of the code. In the Agree- 
thent of 1930, relating to the Chinese courts in the Settlement, it was 
specifically Taid down that the Land Regulations and Bye-laws should 
i ‘be enforced, so that any doubts that may have existed on the subject 
( ‘were then finally set at rest. As regards foreign nationals, it was not 
“s until 1881 that the Regulations were made binding by Order in 

Council upon British subjects. The nationals of thirty-five different 

Powers reside in Shanghai and, of these, fourteen possess extra- 

territorial rights. 


. 


... inten, out of the fourteen extraterritorial courts in the Settlement 
(says Mr. Justice Feetham), the authority of the Land Regulations and 
Bye-laws is now recognized as binding on the subjects of the Power 
concerned. In the other four cases there seems still to be some room 
for doubt. There is, for instance, still some uncertainty as to the precise 
legal position as regards the application of the provisions of the Land 
Regulations and Bye-laws to citizens of the United States, though no 
doubt, in view of the active participation by American citizens as 
voters and as members of the Council in the affairs of the Settlement, 
the feeling of the American community would be against taking advan- 
tage of such doubts: the taxes and rates due to the Council of the 
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Settlement from American citizens are in the great majority of cases 
willingly paid without resort to legal proceedings, and traffic regula- 
tions are, in practice, enforced by the American Court, as being 
generally in accordance with similar regulations enforced in the 
United States. 

The other three countries in respect of whose citizens there is some 
doubt as to the application of the Land Regulations and Bye-laws are 
only represented by comparatively small numbers in the foreign 
population of the Settlement.? 


Under the Land Regulation’ persons qualified to vote in the elec- 
tion of Councillors and at meetings of ratepayers are foreigners who 
(2) own land not less than 500 taels in value and pay an annual assess- 
ment of not less than 10 taels; or (b) are householders paying on an 
assessed rental of not less than 500 taels per annum. The principle 
governing voting is ‘one interest, one vote’, so that even a large real- 
estate company owning perhaps hundreds of lots of land would 
possess but one vote. On the other hand, one ratepayer may possess 
several extra voting tickets in respect of distinct interests represented 
by him or in respect of powers of proxy held for absent ratepayers. 
In 1935 the number of persons qualified to vote was 3,852 out of a 
total foreign population of over 28,000. 

(yit_is provided that the qualified ratepayers shall hold an annual 
public meeting at which the audited accounts for the past year Shall 
be subfiiitted and approved, the estimates for the coming year shall 
be’ passed, and authority shall be given to the Council to levy the 
rates and taxes required for the purpose of meeting the estimatéd 
expetiditire2%t is also provided that an annual election of Councillors” 
shall be held, and that the new Councillors shall take office as soon 
as the accounts of the outgoing Council have been duly audited‘and 
passed at the Annual Meeting.’ Pfovision is also made for the sum- 
moning of special meetings of ratepayers for the purpose of making 
or amending Bye-laws, or deciding upon any matter of a municipal 
nature and affecting the general interests which is not within the 
scope of the authority conferred on the Council: such meetings may 
be summoned by either one or more of the foreign Consuls, or by 
any twenty-five electors, but, in order that the decisions of such a 
meeting may be valid and binding, it is necessary that not less than 
one-third of the electors shall be present or represented, and that the 
concurrence and approval of the Consular Body shall be obtained. 

A meeting which nearly four thousand persons are qualified to 

1 Feetham Report, Vol. 1, Part II, Chap. IX, p. 167. 
* Regulations XI and XV. 
S.T. 7 B 


attend is not well fitted to exercise the powers of a parliamentary 
body. It has been found difficult to secure the attendance at special 
meetings of a number of voters sufficient to constitute the necessary 
quorum: the result is that the legislative powers vested in the rate- 
payers have been rarely exercised. In recent years, however, Special 
Meetings have been held on several occasions. 

Within defined limits the powers of the ratepayers, and of the 
Council which they elect, are absolute, and are not subject to the 
control or veto of any superior authority; but their powers of making 
Bye-laws can only be exercised subject to the sanction of a superior 
authority, which takes the form of an international body, namely, the 
group of Consuls and Ministers of foreign Powers having treaties 
with China, and they have no power to amend the Regulations which 
contain the actual constitution of the Settlement, such amendment 
being a subject for international negotiation. 

The Council consists.of nine foreign members and five Chinese 
members. The latter are “tected BY CHAese organizations. Thé sine 
foreigrrmembers are elected annually from a list of tarididates each 
nominated by two qualified voters. No person is qualified to be a 
member of Council unless he (@) pays an annual assessment exclusive 
of licences of 50 taels or (¥) is a householder paying on an annual 
rental of 1,200 taels per annum. The new Council takes office as soon 
as the accounts of the previous year have been audited and passed a 
the Annual Meeting, and serves for one year. 


The nine foreign members of the present Council include five . 


British members, two Japanese members, and two American mem- 
bers (that is, citizens of the United States of America). Thé division 
of seats among candidates of different nationalities has for many 
years been a matter of friendly arrangement beforehand among the 
leaders of the different national communities. There has been what 
may be called an open election for British candidates, when the num- 
ber of such candidates has exceeded the number of seats remaining 
available for British members, but the practice has been for the com- 
munities with a smaller voting strength to choose beforehand the 
candidates whom they wish to see elected as their representatives, 
and the number of candidates belonging to such communities has 
usually been restricted to the number of seats allotted by agreement 
to the community concerned. From 1890 to 1914 the normal com- 
position of the Council was seven British, one American and one 
German member. ; 

The Council is charged with the general administration of the 
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Settlement. Its specific powets set out in the Land Regulations are 
- few. These refef to ‘Public Works’, to ‘cleaning, lighting, watering 
“and draining the Settlement’, and to ‘establishing a watch or police 
force therein’; it confers power to acquire land, houses and buildings 
‘for municipal purposes’, and to pay municipal employees, and it 
makes provision for the levying of certain forms of taxation, and for 
raising money on loan. Article VI provides for the acquisition of land 
for toads, and for the acquisition of land outside the Settlement ‘for 
the purpose of converting the same into roads or public gardens and 
places of recreation and amusement’. Article XVI provides that land 
may be set apart for foreign cemeteries. Compensation for land 
acquired for public purposes is assessed by a tribunal of three Land 
Commissioners appointed or elected annually, one by the Council 
itself, one by the registered landowners and one by the ratepayers. 

The Bye-laws annexed to the constitution under Article XI, or 
subsequently added under the powers conferred by that Article, 
make the Council’s powers more specific in regard to certain matters, 
e.g., in regard to control over roads, drains and sewers; and they also 
include sanitary and traffic regulations, and provisions dealing with 
the control of building operations, the grant of licences, and some 
other miscellaneous matters. Owing to the difficulties in regard to 
the enactment of new Bye-laws no provision has been made in Bye- 
laws of general application in regard either to Volunteers, Fire 
Brigade, Hospitals, Schools, Markets or Jails. The varied activities 
of the Public Health Department (which employs a staff of 140 
foreigners and nearly 600 Chinese) are covered by the word ‘clean- 
ing’. The difficulties resulting from the unworkable character of the 
machinery provided for making new Bye-laws have, to some extent, 
been overcome by the use of certain general provisions included in | 
the Land Regulations or Bye-laws. The phrase in Article IX of the 
Regulations, ‘better order and good government of the Settlement’, 
is held to cover anything for which the ratepayers are prepared to 
vote funds. 

~The Council is organized on simple lines. A Chairman and Vice- 
Chairman are ‘appointed at ‘the first meeting of a new Council, 
matters are decided by majority vote and three members constitute 
a quorum. Executive functions are divided between the Chairman, 
the Secretary, who is also head of the Secretariat, and the Secretary- 
General, an officer appointed in 1925 to co-ordinate departmental 
activities, but who is actually chiefly concerned with political matters. 
The Council is assisted by twelve committees appointed annually to 
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act in an advisory capacity to the Council and the departments and 
to assist in the preparation of the budget. The ten administrative 
departments are largely filled by a long-service foreign staff, pro- 
moted under a merit system, and mainly British in character and 
organization, with English as the official language. The Municipal 
Administration has maintained a high standard of efficiency and 
honesty. Criticisms in regard to the inadequate provision made for 
Chinese education were met by the adoption by the Council of a new 
educational policy in 1931. The ordinary revenue of the Council is 
derived mainly from the Land Tax, the General Municipal Rate, 
Licence Fees, and income from Public and Municipal undertakings, 
while the chief items of expenditure are Police, Public Works, Educa- 
tion and Health. Several years of business depression prior to 1936, 
with consequent effect upon the Council’s sources of income, had 
necessitated a policy of economy in expenditure. The improvement 
in commercial and industrial conditions at Shanghai which marked 
the latter half of 1936 and the first six months of 1937 was brought 
to an abrupt close by the Sino-Japanese hostilities. The ordinary 
income, which amounted to over 23} million Chinese dollars (about 
£14 million) in 1936, fell to little more than 21} millions in 1937, all 
the main sources of revenue, except Land Tax, being adversely 
affected to a substantial degree. Despite increases in taxation, sanc- 
tioned by the ratepayers at the Annual Meeting in 1937, the revenue 
for 1938 was not expected to reach the previous year’s total. 

e Chinese who came to reside within the foreign settlements 
continued in theory to be wholly under the control of the Chinese 
officials just as much as those in the Chinese city, but it was soon 

Ffound that serious difficulties would be encountered if two sets of 
‘administrative officials, each deriving their authority from a separate 
jsource, were to endeavour to exercise authority in the same area. In 
ithe first two decades of the Settlement’s existence questions of juris- 
diction were in a very fluid state: the British Consul contemplated 
punishing foreign nationals for breach of Settlement Regulations; the 
British and American Consuls assumed jurisdiction over Chinese 
offenders; Treaty Consuls assumed jurisdiction over non-Treaty 
Power nationals; and ‘Yamen runners’ armed with Chinese warrants 
freely entered the Settlement to arrest offenders and take them before 
the Chinese courts outside the Settlement. These warrants were the 
source of many abuses. In many cases they were issued by corrupt 
magistrates for purposes of extortion, and were sold by rascally 
‘runners’ to still more rascally substitutes. Fictitious warrants were 
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not uncommon. On the development of municipal institutions, and 
especially on the establishment of the Settlement police force, some 
remedy for these evils had to be found. It was therefore agreed that 
warrants to be employed in the Settlement should be authenticated 
by the seal and signature of the Consul, and that the municipal police 
should prevent the execution of any warrant not so authenticated. In 
practice, if a warrant was issued for a purpose that the Settlement 
authorities considered to be improper, its execution was obstructed. 
After the establishment of the Mixed Court in 1864 the offender when 
arrested was taken in the first instance before the Court. Then, from 
verifying the authenticity of the warrant, it was but a short step to 
insisting on prima facie proof of the Commission of some crime out- 
side the Settlement. 

The question of warrants is closely connected with the question of 
the right‘ ‘Of the Chinese authorities t to levy taxes on Chinese tesifients 
in the Settlement. In China revenue is derived almost entirely from 
indirect taxation such as customs duties, transport dues, and taxes on 
land, salt, etc., and it is only in the last few years that attempts have 
been made to set up administrative machinery for the collection of 
direct taxation. Seventy years ago attempts to collect direct taxation, 
especially by means of warrants entrusted to ‘Yamen runners’, were 
not unnaturally regarded as a species of extortion which the Settle- 
ment authorities were greatly concerned to check. In theory, the 
right of the Chinese Government to tax their nationals residing in the 
Settlement was unassailable. But in practice, if the right were freely 
exercised through the medium of a horde of ‘Yamen runners’, the 
peaceful and orderly administration of the Settlement would become 
impossible. In the agreement of September 25th, 1863, setting aside 
a settlement for Americans in Hongkew, the Taotai definitely aban- 
doned the right of the Chinese authorities to levy taxes on Chinese 
residents in the Settlement. In subsequent years, however, much 
trouble arose from the swarms of ‘runners’ operating in the Settle- 
ment to collect dues on commodities of various kinds, and it was not 
until about 1900 that the Chinese authorities definitely accepted the 
contention of the Municipal Council that such activities were illegal 
and rendered the ‘runners’ liable to punishment in the Mixed Court. 
The only Chinese taxes that could legally be levied in the Settlement 
were customs dues and land tax, and none of the 130 national and 
local tax offices established in the adjacent native city could operate 
in the Settlement. Since the reforms in the Chinese administration 
effected on the establishment of the present National Government in 
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1928, agreements have been made under which a stamp-tax law and 
tobacco-tax regulations are enforced in the Settlement through the 
agency of the municipal police against persons under Chinese 
jurisdiction. 

For the first nineteen years of the Settlement’s existence no spécial 
provision was made for-courtst6 deal with Chinese offenders. The 
Ameriesn—and Britist’ Consuls, however, found it convenient to 
assume jurisdiction in respect of offences committed by Chinese in 
the Settlement. They divided the work between them, inflicting 
» punishment in trivial cases, and sending the more serious cases, after 
a preliminary enquiry, for trial by the city magistrate. In 1856 the 
Consuls obtained the consent of the city magistrate to the sentencing 
of offenders to labour in a chain gang on the roads, provided the 
Municipal Council would feed them. These patriarchal arrangements 
became inadequate after the great influx of Chinese in 1861 and 1862 
referred to above. In 1864 the Chinese were persuaded to establish a 
Chinese court in the Settlement. A set of rules was agreed on and put 
into operation as from January 1st, 1866. A new set of rules proposed 
by the Chinese authorities was accepted and put into force in 1869, 
and remained in force until January 1st, 1927. They provided that a 
Chinese officer with the rank of Sub-Prefect should preside over the 
court with civil and criminal jurisdiction and with power to inflict 
minor punishments. Grave offences were to be sent to the city magis- 
trate for trial. The Sub-Prefect sat alone except when a foreigner was 
concerned in a case, and then the Consul of the nationality concerned, 
or his deputy, had the right to sit with him as assessor. The 1866 
rules authorized the erection of a jail by the Municipal Council for 
the custody of Chinese prisoners, with the consent of the Taotai. The 
1869 rules authorized the Sub-Prefect ‘to examine Chinese judicially, 


to detain them in custody and+to punish them. .. .” The court was : 


kniown as the Mixed Court, and the SubePrefect the Mixed Court 
Magistrate. These were misnomers, for the court was a Chinese 
court, administering Chinese law to persons under Chinese jurisdic- 
tion. The established practice, however, became that in all criminal 
cases a foreign assessor (a vice-consul) sat with the magistrate, pre- 
sumably on the ground that the foreign community had an interest 
in the maintenance of order, that male offenders were imprisoned in 
the municipal jail, while the Mixed Court magistrate had the custody 
of female offenders and of all defendants detained in Chinese civil 
cases. Gradually the foreign assessor assumed something of the 
powers of co-judge. After 1900, however, a tendency began to mani- 
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fest itself to resist foreign encroachments, and in 1905 a formidable 
riot was caused by an ill-judged attempt by the Municipal Council to 
take over the custody of female prisoners. Nationalist influences re- 
ceived a set-back in the revolution of 1911-12 which caused a vital 
change in the constitution of the court. The Imperial authorities in 
Shanghai fled from their posts, but before doing so they resigned 
their control over the Mixed Court to the Consular body. 

a the Mixed Court 
magistrates were appointed by the Consular body and paid by the 
Municipal Council. Foreign control enabled great improvements in 
the administration of the court to be effected. Many Chinese abuses 
were swept away, but unfortunately other abuses tools their place. 
Foreign assessors were now allowed to sit and foreign lawyers to 
plead in purely Chinese civil cases where formerly the Chinese magis- 
trate had sat alone. Any one of the eighteen Consuls in Shanghai was 
entitled to claim that the interest of one of his nationals was con- 
cerned in any case that came before the court. His statement to that 
effect could not be questioned, and sufficed to place an assessor of 
that nationality on the bench for the trial of the case. The corruption 
and injustice that resulted from this system gave rise to a growing 
agitation for the return of the Mixed Court to Chinese control. 
Eventually an agreement was signed under which, on January 1st, 
1927, the Chinese Government established in the Settlement in place 
of the Mixed Court a court known as the Provisional Court. By this 
agreement many of the Chinese grievances were remedied, and, in 
particular, foreign assessors were no longer allowed to sit in Chinese 
civil cases. In criminal cases, however, assessors appointed by the 
Consular body sat in such cases as directly affected the peace and 
order of the Settlement. Though their powers were limited to pro- 
testing against decisions that they considered to be wrong, this pro- 
vision, during the three years of the Provisional Court’s existence, 
gave rise to much friction. Accordingly, in 1929-30, a new agree- 
ment was negotiated, under which the assessor system was swept 


away altogether, and, in place of the Provisional Court, courts were | 


established—a District Court and a branch High Court—that are in- 
tegral parts of the modern Chinese system of judicial administration. 
The working of this agreement has been wholly satisfactory. There 
is no longer any sense of grievance or friction, and good relations 
have been established between the courts and the Settlement authori- 
ties. Complaints are heard of delays in civil suits caused by the defects 
of Chinese judicial procedure, but this is a separate question from 
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that of the International Settlement. The main features of the 1939 
ee the powers and functions of the procura- 
ots undef ese law are modified in certain respects; judicial police 
whose function it is to serve judicial processes such as summonses, 
warrants, orders, etc., are seconded from the municipal police to 
serve under the court, and one of their number serves as registrar; 
the municipal police have the right to initiate prosecutions, and the 
Municipal Council may be represented by counsel whenever the in- 
terest of the Settlement is involved; foreign lawyers may appear in all 
cases in which a foreigner is concerned, to represent the foreigner; 
warrants must be signed by a judge of the court, and executed by the 
judicial police; all persons arrested must be brought before the court 
within twenty-four hours, and no person may be handed over to 
Chinese authorities outside the Settlement without a preliminary 
hearing at which he may be represented by counsel; in the case, how- 
ever, of requests emanating from other modern courts outside the 
Settlement, the accused is handed over merely on establishment of 
identity. The courts have continued to function during the present 
hostilities. 

During the years that the Land Regulations of 1869 had heen 
under discussion it was fully intended that the Council should con- 
‘tain a Chinese element. No such provision, however, was contained” 
in the code as eventually sanctioned and put into operation, probably 
because the time was not yet ripe for Chinese participation in repre- 
sentative institutions. That the proposal was, in fact, premature 
would appear to be indicated by the facts that the corresponding 
article in the French Réglement remained a dead letter till 1914, and 
that Chinese representation did not become a live issue in the Inter- 
national Settlement until 1906. The helpful attitude of the heads of 
the native guilds, after the riots that had occurred just previously in 
the International Settlement, prompted the Municipal Council in that 
year to propose the organization of a Chinese Committee with whom 
the Council might hold regular meetings. Die-hard influences in the 
foreign community caused this promising development to be nipped 
in the bud. In 1920 a resolution in favour of Chinese representation 
was heavily defeated at the annual meeting of ratepayers, but a 
Chinese Advisory Committee was appointed in 1921. By 1926 
opinion in the foreign community had become more liberal, and a 
resolution was passed in favour of Chinese representation. In 1928 
three Chinese members, chosen by the Chinese community through 
the Chinese Ratepayers’ Association and other organizations, took 
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their seats as full members of the Council, and six other Chinese were 
added to the various Council committees. In_1930 the numberof 
Chinese members of Council was raised tq five. 

‘The-€hiriese Councillors and Committee members are chosen by 
a representative body of eighty-one members which is made up of 
three groups, each consisting of twenty-seven persons. Of these 
groups one consists of representatives chosen by members of the 
Chinese Ratepayers’ Association, another of representatives chosen 
by regional guilds. The names of the Councillors and Committee 
members chosen are now communicated by the Chairman of the 
Chinese Ratepayers’ Association direct to the Council and not as 
formerly through the Chinese officials and the Senior Consul. 

When the Council extended its functions so as to provide for such 
matters as parks;sthools and“hospitals, the question arose of the 
claims of the Chinese to share in the benefit of these services. The 
view gradually prevailed that the Chinese had become partners of the 
foreigners in the Settlement, and were entitled to rights as such. As 
they paid taxes on the same footing as foreigners, they had a corre- 
sponding claim to share in the benefits of municipal administration, 
and, in spite of the origin of the Settlement as a foreign Settlement, 
and of the extent to which its development was due to foreign initia- 
tive, it was not fair for the foreign community to claim any exclusive 
privileges in respect of public services provided at the common cost. 
But under the peculiar conditions prevailing in the Settlement the 
working out of an equitable and practicable policy in regard to parks, 
schools and hospitals was by no means an easy question. The exclu- 
sion of the Chinese inhabitants from the parks was felt not only as an 
injustice, but also as a genuine hardship, and as involving a very in- 
vidious social discrimination. The question was one of peculiar diffi- 
culty, owing to the small area of the parks, as against the great 
number of the Chinese residents, but this difficulty was met, and a 
long-standing grievance removed, in 1928, by the device of requiring 
payment of a small admission fee from all adults entering the parks 
that were thrown open. In 1900 Mr. Anderson, Chairman of the 
Council, contended that it was ‘right and equitable’, and also ‘politic 
and expedient’, ‘to do for the Chinese what we do for ourselves’, and 
this view—described by Mr. Justice Feetham as the ‘civic’ point of 
view—had at length prevailed in the parks question, as it had also 
prevailed in the more fundamental question of Chinese representa- 
tion in the Council. 

Criticisms have been directed in the past against the Health 
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Department, on the grounds that it felt that its first duty was to the 
foreigners within its areas, and that its activities were directed to- 
wards the improvement of sanitary conditions and the restriction of 
epidemic diseases rather than towards so-called social hygiene. Mr. 
Justice Feetham, after describing the difficulties encountered by the 
Settlement administration, reached the conclusion that further pro- 
vision was needed for meeting the medical needs of the poorer 
classes of the Chinese population, and that, whatever form this pro- 
vision might take, expenditure of municipal funds for that purpose 
would help to remove the inequality which at present exists as be- 
tween foreigners and Chinese in the provision made by the Council 
for hospital accommodation and medical treatment. The Report of 
the Commissioner of Public Health for the year 1929 pointed out 


the growing need for public health services for Maternity, Child Wel- 
fare, Medical inspection of Schools, and Industrial Hygiene. At the 
present time about one million dollars a year are spent in the foreign 
Settlement on Public Health, and this works out at approximately one 
dollar a head. The cost of a standard Public Health programme for a 
modern community is given as about five times that amount, and the 
Foreign Settlement should be spending five million dollars a year.} 


At the annual meeting of ratepayers in 1937 the Chairman of the 
Council, in asking the ratepayers to sanction an increase of the 
Municipal General Rate from 14 to 16 per cent, pointed out that — 
the Settlement was one of the-lowest rated municipalities of its size 
in the world, and that in cities in England of comparabte popula- 
tfon the rate would be 64 per cent or more. He added: 


In recent years the Settlement has expanded rapidly along modern 
lines, and heavy and ever-increasing demands are being made upon 
the Council for funds for education, social welfare, public health and 
other Municipal amenities. The funds to meet these demands cannot 
be supplied to the extent required upon the present basis of Municipal 
Taxation. Neither can the exercise of the most rigid economy in all 
directions provide adequate funds, for those requirements, without 
seriously impairing the efficiency of the Municipal Service. No modern 
Municipality can remain static for an indefinite period. It must either 
progress or retrogress, and I can say to you very frankly that we are 
rapidly approaching, if we have not already reached, the point of 
retrogression.? 


~~ The Municipal Council originally left the provision of educational 
facilities entirely to private initiative, so that various schools were 
1 Feetham Report, Vol. Il, Part IV, Chap. IV, p. 48. The estimated expenditure for 


1938 was $1,607,160. Shanghai Mere Council Report for the Year 1937, p. 376. 
3 Shanghai Municipal Council Report for the Year 1937, p. 11. 
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established by the different nationalities, as, for example, the Cathe-. 
dral Schools (British); the Shanghai American School; the Kaiser 
Wilhelm School. It later began the practice of making grants-in-aid 
to certain of the foreign schools, an eventually felt compelled to 
take-over some of the smaller ones which were in obvious difficulties. 

The Council’s active concern in Chinese education dates from 
1904, although its policy was for long of a cautious and conservative 

“ttifacter, and prior to 1929 there were no Municipal primary schools 
for Chinese. In 1931 there were seven Municipal Schools for Chinese, 
providing for 3,276 children. In 1930 an Education Board was set up 
to supervise the Council’s schools and to advise it on educational 
policy. Its Report, which embodied_anexzdeparture in educational 
policy, was published on February 13th, 1931, and the scheme pro- 
posed was adopted in principle by the Council and approved by the 
ratepayers. The new policy was ‘the provision of suitable educational 
institutibns for the children of residents of the Settlement and those 
who, directly or indirectly, contribute to the rates, irrespective of 
nationality’. The scheme evolved by the Education Board provided 
‘for the erection during each year between 1931 and 1938 of two new 
mixed primary schools for Chinese children, to be staffed by Chinese 
masters and mistresses’, and also ‘for grants-in-aid to existing new 
Municipal schools, both Chinese and foreign, which satisfy the 
Council that they need and deserve such assistance. Under this pro- 
gramme there would be by the end of 1938 twenty-three Municipal 
schools for Chinese.’ 1 Had this programme been fully carried out 
about 7-5 per cent of the total number of Chinese children of school 
age within the Settlement would have been accommodated in 
Municipal schools.? 

Mr. Justice Feetham, in commenting on this scheme, foresaw that 
its finance would présent a formidable problem, and that, unless the 
heavy percentage of municipal expenditure for police purposes— 
amounting to some 4o per cent of the total revenue—could be re- 
duced, the increased educational expenditure could be met only by 
increased taxation, since the good financial position of the Council in 
t930%8 4 result Of the sale of the Electricity Department would not 
long endure.* The Sino-Japanese hostilities in 1932, and the general 
economic depression of this and succeeding years, compelled the 
Council to revise the educational policy c of 1931, and in 1934 it 
decided that the total sum set aside in that year to meet the full costs 

1 Shanghai Municipal Council Report for the Year 1936, p. 225. 

® Feetham Report, Vol. II, Part V, Chap. VII, p. 210, 3 Op. cit., pp. 203-4. 
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of education should not exceed the equivalent of a 2 per cent Munici- 
pal Rate and the correlative Land Tax thereon, subject, however, to 
any excess or shortage in the amount distributed in the form of 
grants to be adjusted in the succeeding year: that the cost of main- 
taining the Chinese and foreign schools established by the Council 
should be a first charge on the foregoing computation, such cost to 
be reduced to the lowest possible amount consistent with efficiency; 
and that, subject to further consideration at the end of 1934, no 
additional Municipal schools were to be opened by the Council ex- 
cept such as were provided for in the budget and were actually being 
constructed. The grants-in-aid to Chinese and Japanese private 
schools were to be augmented. In 1937 the Council was maintaining 
five secondary and six primary schools for Chinese, and also three 
night schools for young industrial workers; and issued grants-in-aid 
to 223 private Chinese schools of a total amount of $227,760.? In the 
same year it was maintaining five schools for foreign children, and 
giving grants-in-aid to privately-owned foreign (Western) schools, 
eee $5 1,000.8 
. At onan Powers have extraterritorial privileges in 
\ China and the nationals of those Powers represent over 80 per cent 
of the foreign population in the Settlement.‘ Great Britain maintains 
at Shanghai a Supreme Court with an exclusive original jurisdiction 
in civil and criminal matters within the Shanghai Consular district 
and a Full Court with an appellate jurisdiction in all civil and criminal 
cases. The United States Court for China, also established in the 
Settlement, is a court of first instance and also of appeal for Ameri- 
cans who appear as defendants or accused. These are special courts, 
with a fully-trained professional staff, whereas the other Powers hav- 
ing extraterritorial treaties maintain consular courts, with the Corfsul 
or Consul-General as judge. ‘However, in the cases of France, Italy, 
Japan and Norway, a judge or other legal specialist is attached to the 
consular court. 
While these foreign extraterritorial courts do not form a part of the 
administrative machinery of the Settlement, and are quite indepen- 


1 Shanghai Municipal Council Report for the Year 1934, p. 7. 2 Ibid., 1937, p. 234. 

3 Ibid. For Japanese schools, see pp. 39-40. The General Municipal Rate was lowered 
from 16 per cent to 14 per cent on the assessed rental of rateable foreign and Chinese 
houses, in 1930, as a result of the sale of the Municipal Electricity Undertakings. It 
was raised to 16 per cent as from January Ist, 1938. 

“The Powers possessing extraterritorial rights are: the United States of America, 
Belgium, Brazil, the British Empire, Denmark, France, Italy, Japan, the Netherlands, 
Peru, Portugal, ‘Norway, Sweden, Switzerland: "Germany, Austria, Russia, Mexico and 
Spain have either relinquished or have been deprived of them. 


18 


dent of it, a close_telationship exists between the system of extra- 
territotiali€y and 1 the. International SeiTesiestt régime. The Municipal” 
Council is made a legal entity under Land Régulation KXVII as the 
‘Council for the Foreign Community of Shanghai’, with the power 
to sue or be sued. For the latter purpose the same Regulation author- 
ized the establishment of a Court of Foreign Consuls to be appointed 
annually by the Consular Body. This Court of Consuls, which does 
form part of the Settlement administration, is generally composed of 
three Consuls, and includes the senior member of the Consular Body. 
No provision is made as to the law to be administered by this Court, 
so that in cases not clearly covered by Land Regulations, it exercises 
an equitable jurisdiction. The Council therefore itself enjoys extra- 
territorial status and is thus protected against possible encroach- 
ments on the rights and powers that it enjoys under the Land Regu- 
lations. Its officials and employees, who are largely British and 
American nationals, are, under Article XXVI of the Land Regula- 
tions, exempted from liability for actions performed bona fide in 
execution of the Regulations, and where any claim is made that their 
action was not warranted by the Regulations, the case is heard in the 
extraterritorial court. 

In 1853 a rebellion that had then been raging for some years spread 
to the Yangtze region and rebels ‘captured the native city of Shanghai. 
It became necessary to mobilize the Volunteers and to land forces 
from the foreign men-of-war in order to drive away the Chinese 
soldiers from the borders of the foreign settlement. (This affair is 
known in Shanghai history as the Battle of Muddy Fil: Flat.) The British 
Admiral, however, took the view that to land troops on foreign soil 
at the invitation of three Treaty Consuls was a wholly irregular pro- 
ceeding; it was the duty of the Chinese Government to protect 
foreign merchants, and foreign troops could only be landed to assist 
in performing this duty at the invitation of the Chinese Government 
ot of some properly constituted local authority acting on its behalf. 
In framing the new municipal code, the British Consul therefore 
aimed at clothing the land renters by delegation from the Chinese 
Government with such powers as would transform them into the 
ptoperly constituted authority contemplated by the Admiral. The 
Land Regulations of 1854 accordingly provided for an elected repre- 

_Sentative body, for the organization of a police force, and for the 
exercise of compulsory powerrof siliGG- Ta subsequent years the 
foreign Powers have not dééied it necessary to await the invitation 
of any such body as the Shanghai Municipal Council before interven- 
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ing for the protection of the lives and property of their nationals. 
They have in fact held themselves free to exercise the normal rights 
of protection (amounting in certain circumstances to armed protec- 
tion) permitted by international law. From the Battle of Muddy Flat, 
however, dates the doctrine, accepted by the Chinese Government, 
that the Intérnational Settlement is entitled to maintain an armed 
neutrality in China’s civil wars and that Chinese troops may 
the Settlement except with the consent of the Shanghai Municipat——— 
‘Council. The corollary of this doctrine is of course that, if Chinese 
troops have no right of entry into the Settlement, the Settlement 
shall correspondingly not be used by any of the Settlement Powers 

as a base of aggressive military operations apsinst the Chinese, or for 

any but purely defensive purposes. ~ ~ ~-- 

In 1870 the Shanghai Volunteer Corps, which originated with the 
action taken by the foreign residents in 1853, was placed under the 
authority of the Municipal Council, and has since that date been a 
municipal institution, maintained by voluntary recruitment, but with 
a paid personnel to supervise its equipment and training. The Corps 
is otganized in companies on a national basis and includes, in addi- 
tion, a special Russian detachment which is a paid professional unit 
whose members are always available to supplement the municipal 
police forces. In times of emergency the Volunteers are called out to 
assist the police in the preservation of order in the Settlement and'to 
take part in measures organized against external aggression. The task 
of guarding the Settlement against such external attack has been 
undertaken by the Treaty Powers, which, acting under the right of 
~ intervention for the protection of their nationals, have landed forces 
in the Settlement without waiting for a request from the Municipal 
Council.? 


1 See below, pp. 46-7. 
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CHAPTER III 
THE FRENCH CONCESSION 


1" 1849 the French Consul applied to the Taotai for a site to be 
set apart for French merchants similar to that set apart in 1845 
for English merchants. As there was no French trade, and the 
whole French mercantile community consisted of one shopkeeper, 
the Taotai demurred, but eventually yielded to pressure and set 
apart a site (between the British Settlement and the Chinese city) 
solely for French nationals. His proclamation ended with the follow- 
ing sentence : ‘Quant aux individus des autres nations qui voudraient 
louer des terrains a l’intérieur de la concession, ils devraient 
s’adresser au Consul francais, pour délibérer avec lui et arriver 4 
la conclusion de l’affaire.’ The American Consul protested as 
vigorously against this provision as he had against the similar 
provision relating to the British Settlement, with the result that 
for several years the French site remained derelict. In 1854 the 
French authorities agreed that the new code of Land Regulations 
should apply to both the British and French areas. These Regula- 
tions provided that any foreigner desiring to acquire land from the 
Chinese proprietor should apply to his own Consul and the land 
in the French area was then gradually taken up by various foreign 
nationals—mostly British and American. It was not, however, till 
some ten years later that the Shanghai community learnt to their 
astonishment that the amalgamation of the two areas had not been 
approved by the French Government. Considerable irritation had, 
in the meantime, been caused by the fact that the Council elected 
under the 1854 Regulations had not been allowed to exercise any 
functions in the French area, which had remained under the personal 
autocratic rule of the French Consul. 

The French Réglement of 1868 was sanctioned by the Joint 
Minute of 1869, but was never referred to the Chinese authorities 
or made binding by Order in Council on British subjects. In its 
present revised form it provides that the ‘Municipal Body’ of the 
French Concession is to consist of the Consul-General, who is 
ex officio Chairman of the Council, and of Municipal Councillors, 
who are to be at least fourteen in number, and are chosen as 
follows: 
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Four French Councillors, elected by French electors: 

Four foreign Councillors, belonging to at least three different nationali- 
ties, elected by foreign electors: 

Three Chinese Councillors and three French Councillors nominated 
by the Consul-General. 


Power is also given to the Consul-General, to nominate in addi- 
tion, subject to the approval of the French Minister at Peking, one 
or more Chinese Councillors or one or more foreign Councillors, 
subject to the condition that, if this power is exercised, he may 
also nominate an equal number of additional French Councillors. 
It is thus in effect provided that, of the total number of unofficial 
members of the Council, one-half shall be French. Subjects of 
countries which have renounced the privileges of extraterritoriality 
are not entitled to vote in the elections of foreign Councillors, nor 
are they eligible for election. 

The provision for Chinese representation included in the con- 
stitution of 1868 remained inoperative until 1914. When the 
boundaries of the French Concession were extended in that year 
the agreement contained an obligatory provision in accordance with 
which two Chinese representatives were nominated to act in a 
consultative capacity. In 1927 further provision was made enabling 
three Chinese members to take their seats on the Council. The 
Commission Provisoire which has now taken the place of the Council 
includes to-day five Chinese members. Though the Council of the 
French Concession may at first sight appear to resemble the Council 
of the International Settlement it is in fact a body of a very different 
type: the provisions of the Réglement reserve the real powers of 

_ government in the French Concession to the Consul-General, and the 
Council is not, like the Council of the Settlement, an executive body 
exercising general control, but only an advisory body from whose 
purview as such certain important matters are entirely excluded. 
No decision of the Council takes effect except by virtue of an order 
of the Consul-General. Further, the Consul-General has sole charge 
of everything which relates to the maintenance of public order and 
security and the police are placed entirely under his orders. 

In 1899, in order to remove British objections to an extension of 
the French Concession, a formal undertaking was given that ‘all 
municipal regulations should be submitted to the British Minister 
before being enforced on British subjects’. Various amendments, 
however, have been promulgated by Ordonnance Consulaire, without 
any reference either to the ratepayers, the Chinese authorities, or the 
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other Treaty Powers. In particular, the following addition in 1915 
to Article 8 entirely altered the character of the constitution : 


En temps de guerre, les délais prévus pour la suspension et la disso- 
lution du Conseil d’Administration Municipale pourront étre pro- 
longés pendant toute la durée de la guerre. 


In 1926 this was extended to cover civil war. Since then no 
elections have been held, and instead of the Conseil d’ Administration, 
the Commission Provisoire, referred to above, has been appointed by 
the Consul. Inability to enforce their regulations on foreign nationals 
by legal process has not, however, proved a source of serious 
embarrassment to the French authorities. 

Article 22 of the French Treaty of Whampoa of 1844 was in 
similar terms to Article 7 of the British Treaty quoted above, and 
the Taotai’s proclamation of April 7th, 1849, setting aside a site for 
French merchants, merely declared that within this area they might 
acquire land from the native owners. The interpretation placed by 
the French upon these instruments was that, in regard to the area 
set aside, the French Consul was ‘revétu, par délégation du gouverne- 
ment chinois, de la plénitude des pouvoirs administratifs en matiére 
municipale’, and they have successfully maintained this position ever 
since against the Government of China and the governments of 
other Powers. The developments in the International Settlement 
in regard to Settlement extension, external roads, Mixed Court, 
execution of warrants, and Chinese representation have all had their 
counterpart in the French Concession, but the autocratic régime 
under which the latter has been administered has at least had the 
advantage that political agitation over these questions has in the 
main been confined to the International Settlement. 

The area of the French Concession was originally 164 acres and 
by successive extensions granted in 1861, 1900 and 1914 this has 
been enlarged to 2,525 acres. The last extension absorbed all the 
external roads constructed by the French Municipality. A Mixed 
Court was established in the French Concession in 1869. The 
Chinese magistrate was chosen by agreement between the French 
Consul-General and the Taotai and, except in purely Chinese civil 
or criminal cases, sat with a French assessor who to an even greater 
extent than the corresponding official in the International Settlement 
exercised the powers of a co-judge. In 1931 the French Mixed Court 
was abolished and a District Court and a branch High Court were 
established in the French Concession in place thereof. The agree- 
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ment followed very closely the Enes of the azreement relating to 
the courts in the International Settiement sizaed in the previous 
year. The absolute control exercised by the French authorities has 
also placed them in a better position than those in the International 
Settlement for maintaining the territorial and administrative integrity 
of the Concession during the present hostilities. The French Con- 
cession is more residential and less industrial and commercial in 
character than the International Settlement, although some small- 
scale industries have sprung up in it since August 1937. The popula- 
tion of the Concession includes a large Russian community, chiefly 
formed of exiles from their homeland. The Russian residents have 
in general succeeded in adapting themselves to their new environ- 
ment in such a way as to become useful members of society. 
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CHAPTER IV 
THE CHINESE MUNICIPALITY 


HE AREA under Chinese Municipal Administration surrounds 

the International Settlement and the French Concession, and 
includes a considerable area on the right bank of the Whangpoo 
River, known as Pootung. The Chinese area is by far the largest 
of the three areas, and contains a population which is rather more 
than equal to the total population of the Settlement Area and Con- 
cession taken together. The greater part of the 320 square miles 
included in it is, however, rural and agricultural in character. The 
beginnings of municipal government in this area date from 1906. 
This first move towards the ¢stablishment of municipal government 
was on a very limited scale, and seems to have been undertaken 
primarily for the purpose of checking the expansion of Settlement — 
activities. It was not until 1926 that the question of municipal 
government for the Chinese area was tackled in a comprehensive 
way. In that year Marshal Sun Chuan-Fang, who controlled the 
Province of Kiangsu, established the Directorate of the Port of 
Shanghai and Wusung, and appointed the late Dr. V. K. Ting as 
Director of the new Area, under the Marshal himself as Director- 
General. This scheme, however, had only a short life in its original 
form, owing to the successful advance of the Southern Armies in 
1927. In July 1927 the National Government promulgated a law 
establishing the Special Municipality of Shanghai, the administration 
of which was to be under the direct control of the Central Govern- 
ment. The Chinese Municipal Government thus established con- 
sisted of a Mayor appointed by the National Government, and a 
number of permanent officials, namely, a Chief Secretary and the 
Directors of the various administrative bureaux (eight or ten in 
number), similarly appointed on the Mayor’s recommendation. 
Provision was also made for the establishment of a Board of 
Councillors, selected by the Mayor, who were to act in a con- 
sultative capacity. The powers of this Government are very wide, 
and the Municipal Bureaux like other Chinese Government Bureaux 
ate entrusted with wide discretionary powers, exerciseable without 
reference to Courts of Law. The functions assigned to the Social 
Affairs Bureau are of a specially comprehensive character, going far 
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beyond those ordinarily associated with systems of municipal 
government. The Bureau of Public Safety included among its 
functions control of the police and fire brigade, and attached to it 
was a Peace Preservation Corps, which was nominally under its 
control, but which in fact often received orders direct from the 
Military Affairs Commission in the capital. 

Since the establishment of the new Municipal Government in 
1927, substantial progress has been made. Chapei was devastated 
during the conflict with the Japanese in 1932, but under the able 
administration of Mr. Wu Te-chen, appointed Mayor in 1932, and 
of Mr. O. K. Yui, who succeeded him in 1937, the plan for the 
foundation of a Greater Shanghai has resulted in the establishment 
of a new civic centre at Kiangwan, the construction of the Jukong 
Wharf, and the laying out of an excellent system of roads. 

The existence of three independent municipalities in what is in 
effect one vast city, each deriving its authority from a separate 
source, and with varying administrative powers, has given rise to 
many difficult and delicate problems. Many subjects with which it 
might be desirable that the Council of the International Settlement 
should have power to deal are not at present covered by any 
provisions either of the Regulations or Bye-laws. The administrative 
authorities in the adjacent Chinese area now exercise wide and 
varied functions under the provisions of many different laws and 
regulations. There are, accordingly, many questions, industrial, 
educational, social and economic, in regard to which it has become 
increasingly difficult for the Council of the International Settlement 
to resist encroachments on its administrative field. Several Chinese 
Government organs, whose functions are not of a municipal 
character, are situated within the Settlement; for example, the 
Maritime Customs Administration; the Post Office; the Telegraph 
and Cable Administration, and the Government-owned China Steam 
Navigation Company. In 1933 Chinese censors were installed in the 
offices of the three foreign Cable Companies, in accordance with 
the terms of their landing licences. The companies in question are 
the Eastern (British), Great Northern (Danish) and Commerical 
Pacific (American). The fate of these Government organs subsequent 
to July 1937 is described in Chapter IX. 
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CHAPTER V 


RELATIONS BETWEEN THE SHANGHAI CITY GOVERN- 
MENT AND THE SHANGHAI MUNICIPAL COUNCIL 


A. THE REGULATION OF INDUSTRIAL CONDITIONS 


ie THE important matter of factory inspection and the regulation 

of industrial conditions the inadequacy of the Council’s powers 
under the Land Regulations and Bye-laws to deal with urgent 
social problems has been severely felt and has given rise to serious 
difficulties. Shanghai, the greatest industrial city in China, is also the 
scene of some of the most appalling labour conditions, especially in 
the numerous small workshops. A movement in favour of reform 
grew up since 1919, but the Municipal Council’s powers under the 
Land Regulations do not extend to factory regulation. As a result 
of the report of the Child Labour Commission of 1924, the Municipal 
Council in 1925 submitted a draft Bye-law to the annual meeting of 
ratepayers, with the object of securing power to regulate child 
labour. The necessary quorum, however, was not present at this 
meeting and a further attempt was made to secure the enactment 
of the Bye-law at a Special Meeting on June 2nd, 1925. This attempt 
was also unsuccessful. The failure was partly to be attributed to the 
disturbed conditions existing in the Settlement at the time, as the 
result of the ‘incident’ of the 30th May. 


Apart, however, from the unfavourable atmosphere which prevailed 
just at the date for which the meeting had been called, there would 
in any case have been little prospect of success owing to the fact that, 
although the proposed Bye-law had received some support from 
leading Chinese employers, the Chinese community generally had 
declared against its adoption. Statements issued on behalf of the 
Chinese community were to the effect that, while disposed to favour 
restrictions on child labour, the Chinese were opposed to adoption of 
the Bye-law, mainly on the ground that the Settlement authorities, 
instead of making a Bye-law of their own, should enforce the Chinese 
Provisional Factory Regulations, promulgated in 1923.? 


1 On this date a grave disturbance took place in the Settlement in the course of 
which the Municipal Police were ordered to fire on the crowd in order to repel an 
attack on Louza Police Station, with the result that twelve Chinese were killed and 
seventeen were wounded. A general strike and an anti-British boycott ensued. 

3 Feetham Report, Vol. Il, Part IV, Chap. II, p. 27. 
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keep in harmony with the Process of regulation in the Chinese areas. 
This was passed by the ratepayers and sanctioned by the Consuls and 
Ministers, but the Chinese Government protested that the amended 
law was ultra vires since factory regulation was a matter for national, 
not municipal, legislation. The amended Bye-law consequently 
remained a dead letter because it was known that the Chinese Courts 


Negotiations were consequently opened between the Secretary- 
General of the Municipal Council and the Secretary-General of the 
City Government with the object of securing an agreement under 
which an inspectorate service could be made operative in the Settle- 
ment. This proved difficult to reach, since the Chinese asked for a 
joint inspectorate, chosen partly by the City Government and partly 
by the Municipal Council and jointly responsible to both, and the 
Council, while willing to co-operate, rejected joint control as an 
infringement of its administrative authority. In 1936 an agreement 
was arrived at between the Council and the Chinese authorities, 
This agreement ae 


was submitted to the Consular body for peprayal in June, and in July 
the Council was informed that, while the Consular Body had every 
sympathy with the Council and the Chinese authorities in their efforts 
1 The full agreement was as follows: 

1. The Shanghai Municipal Council under authority delegated by the Chinese 


authorities agrees to apply in the International Settlement those Portions of the Factory 
Act together with the bye-laws and regulations in connection therewith which ate 
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to reach a satisfactory settlement of the question, there was one im- 
portant respect in which an amendment must be asked for. The agree- 
ment, continued the reply of the Consular Body, purported to apply 
Chinese law to all factory interests in the Settlement regardless of 
nationality. That in effect would mean the partial abrogation of the 
treaty privileges of nations possessing extraterritorial rights. It was 
pointed out that this could only be a matter for negotiation between 
the governments concerned and the Chinese Government, and the 
Consular Body therefore requested the Council to endeavour to secure 
an amendment of the draft agreement making clear that its provisions 
applied only to factories within the Settlement which were subject to 
Chinese jurisdiction. The Consular Body’s reply concluded with a 
statement that there would be no objection to a clause stating that the 
Council would, with the consent of the authorities concerned, apply a 
similar inspection procedure to other factories by means of the powers 
vested in the Council by the Land Regulations.1 


In October 1936, a revised draft was forwarded to the City 
Government by the representative of the Municipal Council, but 
no teply had been received at the time Sino-Japanese hostilities 
began.? 

The Municipal Council’s Industrial Section, since 1932 under the 
management of Miss E. M. Hinder, has endeavoured to ameliorate 
some of the worst abuses in factory and workshop conditions and, 


enforced in Chinese territory and which are agreed upon in negotiation from time to 
time. 
2. An inspectorate shall be established within the Council which shall consist of 
equal numbers of inspectors nominated by the Chinese authorities and by the Council. 
3. The inspectors shall have the following qualifications: 
(a) Knowledge of the Chinese and English languages. 
(b) Knowledge of the Chinese Factory Law and its application. 
(¢) Knowledge or experience of any of the following: 
Industrial chemistry 
Building construction 
Sanitary engineering 
Electrical engineering 
Mechanical engineering 
Statistics 
or other experience of use in the work required. 
4. All inspectors shall serve a probationary period of six months before confirmation 
of appointments. 
5. Remuneration of inspectors shall be upon the basis of qualifications and experience. 
6. The inspectorate shall function in accordance with the Chinese Factory Inspection 
Laws. 
7. Enforcement of Chinese Factory Laws in cases of delinquency shall be by proceed- 
ings in the Courts. 
8. The Council agrees to report to the Chinese Government upon a practical basis 
to be agreed upon. 
9. This agreement shall remain in force for a period of three years subject to termi- 
nation thereafter by either party upon giving six months’ notice to the other party. 
rants pee Municipal Council Report for the Year 1936, p. 25. 


yp. 26. 
3 Shanghai Municipal Council Report for the Year 1937, p. 24. 
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considering that its methods are of necessity non-coercive and 
educative, has met with considerable success. To a certain degree, 
also, the City Government Social Affairs Bureau was enabled to 
exercise pressure on Chinese business concerns located within the 
Settlement, by threatening to exclude their advertisements from the 
Chinese Press and by similar methods.! It was also able to bring 
pressure to bear on Chinese labour unions, to arbitrate in labour 
disputes and to secure the registration of Chinese associations within 
the Settlement. Thus the Municipal Council successfully resisted 
the enforcement of Chinese administrative ordinances through the 
medium of the Chinese Courts in the Settlement, but by these 
indirect methods a considerable measure of Chinese executive 
authority was in fact exercised within the Settlement. 


B. THE EXTERNAL ROADS AREAS 

The Council of the International Settlement has constructed roads 
and other public works, and established parks, outside the limits of 
the Settlement, and exercises partial control for police purposes, as 
well as in connection with Public Works, in the two areas served by 
these extra-Settlement roads, in which much of the land is owned by 
foreigners. The two areas enclosed by external roads are completely 
separated from each other. The western area is 7,640 acres in extent. 
The railway line from Shanghai to Hangchow runs parallel to the 
western boundary of the Settlement, at a distance of one and a half 
miles, and divides this western area into two parts, of which the part 
immediately adjoining the Settlement to the east of the line has been 
much more fully developed than the more distant part to the west of 
the line. The northern area, which is just over 283 acres in extent, 
lies to the north of the Settlement and to the east of the Shanghai- 
Woosung Railway line. It includes a populous Japanese residential 
quarter, and the majority of the foreign population are Japanese. 

The practice of acquiring land beyond Settlement limits for roads 
and parks originated in the closing years of the Taiping Rebellion, 
when the Settlement was crowded with refugees, and a legal basis for 
such action was provided by Article VI of the Land Regulations 
adopted in 1869. After negotiations with the Chinese authorities, the 
Council also assumed responsibility for certain military roads leading 
out of the Settlement, said to have been laid out by General Gordon. 

When the Settlement was extended, in 1899, by the addition of the 
areas to the west and north, there were nearly 13 miles of Municipal 

1 Feetham Report, Vol. II, Part V, Chap. VIII, p. 215. 
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roads in existence outside the Settlement. After the extension, 4°34 
miles of Municipal roads still remained beyond the boundaries of the 
Settlement; the process of acquiring land for more external roads was 
resumed. In 1906 a first move was made towards the creation of a 
Chinese Municipal Authority in the region known as Chapei, imme- 
diately to the north of the Settlement border, and this was stimulated 
by the desire to check the further expansion of Settlement activities 
in that direction. Eventually, after the political disturbances in 1925, 
the Council finally abandoned their schemes for the further extension 
of Municipal roads beyond Settlement limits. There are at present 
48,093 miles of external roads, of which 43,005 are in the western and 
5,088 in the northern area. The foreign population of these areas, 
which include Jessfield Park and Hongkew Park, amounted in 1935 
to 10,332. 

With the gradual progress of suburban development on the ex- 
ternal roads, the question of the administrative control to be exer- 
cised by the Council became of increasing importance. In the first 
instance, police were required for protection of the roads from 
damage and for control of traffic; and later on for affording protec- 
tion to the inhabitants of houses built on the sites fronting on the 
roads. In 1884, when the hostilities between France and China gave 
rise to some anxiety, a small house in Carter Road was rented as 
a police station, and the additional cost of maintaining the police 
force was provided by private subscription. 


The practice was for Chinese offenders and defendants in civil cases 
arrested by the Municipal Police on an external road, or on property 
adjacent thereto, to be brought before the Mixed Court for trial of 
their cases in the same way as Chinese offenders and defendants 
arrested in the Settlement, and it appears for a long time to have been 
assumed without question that the Mixed Court had jurisdiction to try 
all such cases; but in later years controversy arose as to the correctness 
of the practice hitherto followed, and as to whether it should be con- 
tinued or modified. 

The present position under the 1930 Court agreement appears to be 
that the existing Chinese Courts in the Settlement have jurisdiction 
in all criminal cases arising on external municipal roads, or on other 
public foreign property outside the limits of the Settlement, in which 
prosecutions are instituted by the Municipal Police of the Settlement.1 


In 1919 a Bye-law was passed authorizing the Municipal Council 
to make traffic regulations applying within the Settlement ‘or any 
municipal road or alleyway outside such limits’. Breaches of traffic 


1 Feetham Report, Vol. Ill, Part VI, p. 12. See also Appendix XX XVIII, pp. 23-4. 
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regulations committed on external roads have habitually been dealt 
with by the Courts in accordance with the terms of this Bye-law. 

As the schemes for voluntary subscriptions for police services to 
be paid by the inhabitants of the external roads did not work satis- 
factorily, the Council followed the example already set by the French 
Concession in bringing pressure to bear upon recalcitrants through 
the agency of the public utility companies. Public utilities have not in 
general been Municipal undertakings, but have been carried out by 
various companies under franchises granted by the Council, and re- 
vised from time to time to meet new conditions. The terms of these 
franchises in general gave to the company concerned exclusive rights 
to the use of public roads and other property needed for the execu- 
tion of its functions, which was tantamount to a monopoly, while 
securing efficient and equitable service to the community and safe- 
guarding the interests of the Council.! 

In 1905, at the time of a new agreement between the Council 
and the Shanghai Waterworks Company, the former inserted the 
following proviso: 


Provided that the Company shall not deliver water to any resident 
without the Settlement, in the absence of an agreement existing at the 
date of these presents as to such supply, except during such time as 
such resident shall remain bound by agreement with the Council to 
pay in respect of any premises a special tax not exceeding such monthly 
rates and taxes as may from time to time be payable in respect of 
similar premises situated within the Settlement.? 


This was approved by the ratepayers at the annual meeting of March 
21st, 1905, and similar provisions were subsequently inserted in 
agreements between the Municipal Council and the Telephone Com- 
pany and between the Municipal Electricity Department and the con- 
sumers of electricity beyond Settlement limits. These arrangements 
for some years provided an effective sanction for the levy of the 
Special Rate on rentals of houses on external roads. From 1906 to 
1920 this Special Rate remained at about one-half the General 
Municipal Rate within the Settlement but, from 1921 onwards, it 


1The public utility companies are: The Shanghai Waterworks Co., Ltd.; The 
Shanghai Gas Co., Ltd.; The Shanghai Electric Construction Co., Ltd.; and the 
Shanghai Omnibus Co., Ltd. These are all British companies. A British company also 
provided telephonic communication in the Settlement until 1930, when its holdings 
were salir by an American corporation, the Shanghai Telephone Co. Electricity 
was a Municipal undertaking until 1929 when the Council disposed of its business and 
plant to American interests, which formed a new corporation called the Shanghai 
Power Company, 

8 Peetham Keport, Vol. WU, Part VI, Chap. IT, p. 16. 
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was raised to within 2 per cent of the General Rate, not without 
many protests from the external roads community. 

With the beginnings of municipal organization by the Chinese in 
the Chapei region in 1906, conflicts of jurisdiction, especially in 
matters of police, began and were brought to a head by the estab- 
lishment of the Municipality of Greater Shanghai in 1927. The 
Chinese City Government claimed to administer the extra-Settlement 
roads and the districts adjacent to them as part of its own territory. 
Its Bureau of Public Safety established police stations near the ex- 
ternal roads and sent armed police to patrol the roads and to prevent 
the functioning of the Municipal Council’s police or of its Public 
Works Department. While the exercise of restraint on both sides 
prevented the armed clashes which would otherwise have occurred, 
the dispute affected both the policing and maintenance of the external 
roads, although in the latter case arrangements were come to which 
permitted the carrying out of essential repairs. A further difficulty 
arose through the establishment of Chinese public utility services 
which came into competition with the public utility companies of the 
Settlement in the external roads areas and were backed up by the 
Chinese City Government which impeded the operations of the 
Settlement companies in these areas by preventing the opening up of 
roads and other necessary measures. As the Municipal Council was 
unable to secure the functioning of the utility companies on the ex- 
ternal roads against the will of the Chinese authorities, these com- 
panies had to turn to the Chinese to secure the necessary franchises. 
In 1931 the Shanghai Waterworks Company entered into an agree- 
ment with the Chinese Chapei Company for the supply of water in 
the Chapei area and later began negotiations with the City Govern- 
ment for a franchise in the western external area. The Shanghai 
Power Company, fearing its elimination from the western external 
area, with a consequent large capital loss, in 1935 concluded an agree- 
ment with the Chinese authorities by which this area was to be sup- 
plied by the Western District Power Company, a subsidiary of the 
Shanghai Power Company.! As these agreements between the com- 
panies and the Chinese authorities did not preserve the Council’s 
right to enforce payment of the Special Rate through the withhold- 
ing of essential services, the efficacy of this practice was seriously 
impaired. 

In certain of the external areas building for residential and other ' 
purposes took place not only along the Municipal roads themselves, 

1 Shanghai Municipal Council Report for the Year 1935, pp. 8-9. 
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but to a considerable depth on either side of them, through land- 
owners opening up private roads in order to develop their holdings 
as building estates. Where these private roads give access only to 
a Municipal road they have been patrolled by the Municipal police 
and the Council has endeavoured to collect Special Rate from the 
occupants of houses thus abutting on extra-Settlement roads. 

This extra-Settlement areas question is one of vital importance to 
the well-being of the International Settlement, for, apart from the 
vested interests acquired by the Municipal Council on the outside 
roads and the large proportion of the foreign population of Shanghai 
resident along them, the overcrowding in the Settlement, which has 
become steadily more serious, can be relieved only by the unhindered 
growth of residential areas beyond its actual limits. From the stand- 
point of the Chinese City authorities, the occupation of the large 
undeveloped stretches within their administrative area operated to 
create fresh sources of much-needed revenue. Hence a policy of com- 
promise and adjustment would bring benefits to both parties and 
a satisfactory agreement might have been arrived at but for the 
complicating factor of Sino-Japanese rivalry. 

In July 1930, preliminary discussions were opened between the 
Shanghai Municipal Council and the Chinese City Government and, 
on June 4th, 1932, a proposed arrangement, termed a modus vivendi, 
was reached between the representatives of the two parties. 


The modus vivendi as initialled was of necessity confined to a statement 
of general principles susceptible of practical application to such matters 
as police control and administration, taxation and finance, maintenance 
and repair of roads, operation of public utilities, public health and 
kindred subjects, leaving many details for subsequent adjustment, the 
most important of which were the defining of the actual areas to which 
the modus vivendi should be applied and the personnel of a special 
police force to function in the prescribed area. The Council was pre- 
pared to approve the proposed #odus vivendi in substantially the form in 
which it had been initialled but deemed it wise under the circum- 
stances to submit a draft to the Consular Body with a request for an 
expression of its views and comments.! 


The British and American Consuls-General in the following August 
informed the Council of the approval of the agreement by their re- 
spective governments, but the Japanese Consul-General objected to 
the agreement, mainly on the ground of the arrangement for the 
policing of the external roads areas. The Japanese Consular authori- 
ties now took a prominent part in the negotiations, representing 
1 Shanghai Municipal Council Report for the Year 1935, p. 7. 
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themselves as championing not only Japanese, but all foreign in- 
terests in the matter as against Chinese encroachments. In 1934 an 
agreement was reached upon the numbers, composition and senior 
personnel of the special joint police force proposed for the external 
areas, but a deadlock occurred over the area within which the modus 
vivendi should be applied. In October 1934 the Chinese representa- 
tives proposed that it ‘should apply to a strip of territory of a stated 
depth on each side of the extra-Settlement roads and including in 
addition certain Municipal property situated outside the Settlement’.1 
This the Japanese Consul-General considered insufficient but his 
counter-proposals were unacceptable to the Chinese. A further diffi- 
culty arose through the insistence of the Japanese authorities upon 
the abolition of certain charges imposed by the Chinese Telephone 
Administration upon subscribers of the Shanghai Telephone Com- 
pany residing outside Settlement limits in the Northern Area.? How- 
ever, at the Annual Meeting of the Ratepayers in 1937 the Chairman 
of the Municipal Council was able to report that a tentative agree- 
ment had been reached on the collection of the Special Rate on 
properties located on the extra-Settlement roads and that there ap- 
peared to be ‘an excellent prospect of an early solution of the whole 
extra-Settlement Roads problem’.? This bright prospect was ended 
by the outbreak of Sino-Japanese hostilities at Shanghai, which 
ushered in an entirely new situation. 


1 Shanghai Municipal Council Report for the Year 193), p. 8. 
3 Ibid., 1936, p. 7. 3 Ibid., 1937, p. 6. 
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CHAPTER VI 


THE POSITION AND ASPIRATIONS OF JAPAN AT 
SHANGHAI 


A. THE LEGAL STATUS OF JAPAN IN THE INTERNATIONAL 
SETTLEMENT 


S JAPAN kad no treaty reatozs with Coina prior to 1871, 

she was not a Signatory of the Joint Meaute or September 24th, 
1869, which sanctioned the Land ae eeaiad and Reus mint. Her 
posit: tion there consequent rests upoa © provis:ozs in her treaties 
with China according her the same mehis as other Treaty Powers 
in the open ports. Tae Sizo-Japacese War of 1854-5 was held to 
have terminated all existing treaties between the two countries and 
was folowed by two new azreemeats. Aructe VI of the Treaty of 
Peace, conc: 'uded at Shimososesxi on April i-th, 189s, assured to 
Japan most-ravoured-nation treatment in ali matters ot trade and 
commerce. It also gave to Jaracese sub‘ects and hence, through the 
operation of the most-favoured-c3tioa clause in the China treaties, 
to the nationals of all Treaty Powers, an important new privilege, 
freedom ‘to enzaze in al xiads of manuracturicg industries in all the 
open Cities, towas acd porss ot China, acd to import into China all 
kinds of machinery ie inz only the stipulated duties thereon’.? 
This clause made possible the growth of foreign factories and so led 
to the great concentration of industry in S: hanchai. 

By Article IV of the Treaty of Commerce and Navigation, con- 
cluded July 2rst, 1896, Japanese sub‘ects were more specifically 
granted richts identical with those erioved by the nationals of other 
Treaty Powers in the open ports ‘and within the localities at those 
places which have already been, or may herearter be, set apart for the 
use and occupation of foreigners’. Article III of the Protocol of 
October 19th, 1896, contains a clause stating that : ‘Upon the request 
of the Japanese Government the Chinese Government will promptly 
give their consent to the establishment of Settlements possessed 
exclusively by Japan at Shanghai, Tientsin, Amoy and Hankow.’4 


1 See Chaprers II ard III above. 
Ty. VLAL MacMurray, Treaties and Agreements 92) and concerainzy Costa, Vol. I, p. 21. 
3 Iaid., p. 69. 4 [7id., PP. 1-2. 
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No such request was made by Japan with regard to Shanghai, since 
it has been far more advantageous for her nationals to reside and 
trade in the flourishing International Settlement than to secure some 
less conveniently located and undeveloped area outside it. The 
position of the Japanese in the Settlement is therefore that of a 
constituent element in the foreign community, enjoying rights of 
residence under the terms of the Land Regulations, which the 
Japanese Government are therefore equally with the other foreign 
Powers obliged to respect, and which they cannot by unilateral 
action alter or modify. 


B. GROWTH OF JAPANESE INTERESTS IN THE 
INTERNATIONAL SETTLEMENT 

Until 1914 Japanese interests in Shanghai were in no way com- 
parable to those of the greater Western commeraial nations. The 
great expansion in Japanese commerce and industry promoted by 
the War of 1914-18 was reflected in the growth of the Japanese 
community in Shanghai, which in 1915 numbered 7,169 as compared 
with 5,831 British and which rose to 10,215 in 1920 and 18,478 in 
1930. The last Municipal census, taken in October 1935, revealed the 
total Japanese population as 20,242, of whom 14,184 were resident 
within the Settlement and 6,058 on the external roads.! The value of 
Japanese-owned property increased with the growth of the Japanese 
population, but the British community retained the lead both as 
regards value of property and voting strength. In 1930 there were 
971 British, 654 Japanese and 308 American voters,? and in 1935 
these numbers had increased to 1,284 British, 893 Japanese and 400 
American. A further index of the positions of the British and 
Japanese communities is to be found in their respective contributions 
to municipal finances. In 1936 the British community paid 25-84 per 
cent of the General Municipal Rate, the Japanese 6-8 per cent.4 
The Chinese community comprises some 97 per cent of the Settle- 
ment population and pays about two-thirds of the Municipal 
Taxation. The Japanese community in Shanghai consists of a small 
number of men of substance, comprising representatives of the large 


1 The Japanese figure included some six hundred Koreans. The total foreign popu- 
lation was 38,915, including 6,595 British and 2,017 Americans. There were 3,017 
Russians and 2,341 (British) Indians. (Shanghai Municipal Council Report for the Year 
1935, P- 49.) 

3 fethons Report, Vol. II, Part V, Chap. VI, p. 170. 

3 W. C. Johnstone, The Shanghai Problem, p. 246. 

“ North China Herald, September 11th, 1936. 
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Japanese shipping, banking, industrial and commercial interests, 
and a large number of smail traders, shopkeepers, etc., with modest 
means. Thus, while the Japanese are the largest roreign community 
in Shanghai, they are far from being the wealthiest. 

While no part of the Settlement is exclusively Japanese, and 
Japanese interests and residents are to be found in all districts, the 
bulk of the Japanese population is located in the northern or 
Hongkew district and in the adjacent northern external roads area. 
According to the 1935 census the Japanese were distributed as 
follows: Northern District, 8,228; Eastern District, 4,157; Western 
District, 1,715; Central District, 84.1 Of the six thousand Japanese 
living in the external roads areas, the great majority were in the 
Northern Area. Even before 1937 the Hongkew area was largely 
patrolled by the Japanese branch of the Municipal police; while many 
shops and places of entertainment were licensed by the Japanese 
Consular authorities. At the same time a large proportion of the 
other foreign communities was to be found in this area, which re- 
mained, of course, an integral part of the Settlement and com- 
pletely under the authority of the Municipal Council. 

In this post-War period, the increasing importance of the Japanese 
community at Shanghai was reflected in the appointment of two 
Japanese members to the Municipal Council, of a certain number of 
Japanese to the Council’s Advisory Committees, and in the growth 
of the Japanese Branch of the Municipal police. 

In consequence of Japanese military action in Manchuria after the 
Mukden incident of September 18th, 1931, and the Sino-Japanese 
hostilities in Shanghai in 1932, relations between Chinese and 
Japanese at Shanghai became much embittered.? This also helped to 
create a breach between the Japanese and the other foreign com- 
munities at Shanghai, which undermined the essential co-operation 
between the various nationalities upon which the smooth function- 
ing of the Settlement administration rests. The Japanese took the 
lead in opposing Chinese Nationalist demands for concessions at the 
expense of foreign rights, and privileges, but at the same time 
endeavoured to secure a greater share in the administration and 
control of the foreign Municipality, at the expense of other foreign 
groups as well as of the Chinese. Thus from 1932-7 the situation 
at Shanghai increasingly took the form of a three-cornered contest, 
the’Chinese and Japanese being opposed to each other, but both 

1 Shanghai Municipal Council Report for the Year 1933, p. 49- 
2 See Chapter VII, below, p. 50 e¢ seq. 
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anxious to reduce the Anglo-American predominance in the Muni- 
cipal administration. In addition to their attitude with respect to the 
external roads negotiations,! the Japanese after 1932 adopted the 
policy of countering Chinese appointments in the administration 
by insisting on similar appointments for Japanese nationals. This 
caused serious difficulties, since appointments made for national 
reasons and with a political motive were unlikely to make for 
administrative efficiency, especially as few of the Japanese candidates 
possessed a working knowledge of the English language, the official 
medium of intercourse in the administration. In 1937 there were 
about forty Japanese employed in the various departments of the 
Municipal administration, exclusive of the Police Force. The most 
important Japanese official is the Deputy-Secretary, the other Japan- 
ese employees being mostly in subordinate positions. The Municipal 
Police Force with a total strength of over 4,000 is divided into four 
branches: Foreign; Japanese; Sikh and Chinese. The Japanese branch 
came into existence in 1916 when thirty-seven men were obtained 
from the Tokyo Metropolitan Police. The strength was increased at 
intervals and in 1937 was 267, including a Deputy-Commissioner, 
an Assistant-Commissioner and 181 Constables. The Japanese are 
anxious to secure a further increase in the strength of the Japanese 
branch, and the raising of this branch to complete equality with the 
foreign branch in matters of authority, salaries, leave allowances, 
etc. This is in harmony with the general policy of the Japanese 
Government to insist on being treated in all respects on a footing of 
equality with the nations of Europe and America. 

Japanese ambitions in this and in other matters connected with 
the Municipal administration have been freely ventilated in the local 
Japanese Press, or through the agency of the Japanese Residents’ 
Association, a body in close touch with the Japanese Consulate, 
and the less influential, but occasionally vociferous, Association of 
Japanese Street Unions. 

The Municipal Council has endeavoured to take all reasonable 
steps to meet these claims. The Council’s policy with regard to edu- 
cation in the Settlement has been described above.* The position 
with regard to Education of Japanese was described by Mr. Justice 
Feetham in 1930, as follows: 

1 See Chapter V above, pp. 34- 

3 Shanghai Municipal Council Report for the Year, 1937, p. 97. The strength of the 
Municipal Police Force as on December 31st, 1937, and the estimated Police Depart- 


ment expenditure for 1938, ate given in Appendices I and II below. 
3 See pp. 16-18 above. 
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The large Japanese community in the Settlement and its vicinity, 
numbering over 18,000, has hitherto provided its own schools, without 
receiving any assistance from municipal funds. The Japanese Resi- 
dents’ Association, membership of which is compulsory under Japanese 
law, raises from its 5,500 members a sum of over $200,000 per annum 
for educational purposes, and, with the assistance of an annual grant 
of Yen 50,000 from the Japanese Government, maintains seven Japan- 
ese schools which have nearly 3,000 students. The Japanese thus tax 
themselves, through their Association, for the maintenance of the 
Japanese schools. If they are now required to provide through their 
contributions to municipal revenue, greatly increased sums for educa- 
tional oa! aad for the benefit of the general population of the Settle- 
ment, and more especially the Chinese population, they will have a 
strong claim on municipal funds for grants-in-aid of their own schools.1 


Accordingly the Municipal Council, as part of its new educational 
policy,? made a grant-in-aid of $60,000 (Chinese) to Japanese 
schools for 1931,8 which was increased to $70,000 in 1933 ¢ and 
$118,000 in 1934.5 In 1935 
a tequest was received from the Japanese schools for a substantially 
increased grant to defray interest charges and half the estimated deficit 
on the working account of these schools. The Board expressed the 
opinion that to meet the peculiar needs of the Japanese community the 
Council should consider the possibility of making a special grant over 
and above the amount issued in 1934. After discussion, the Council 
approved an increased appropriation of $10,000 for the seven Japanese 
schools which consequently received a joint subsidy of $128,000.8 


In 1936 this amount was further increased to $139,000.” 

The Japanese have also expressed a wish to secure increased 
representation on the Council itself. An alteration of the franchise to 
secure an increase in the Japanese voting strength, or an increase in 
the size of the Council, are changes which, apart from the other 
considerations,® cannot be effected by the Council or ratepayers 
alone, since they would require changes in the Land Regulations. 
An increase in Japanese representation on the Council at the expense 
of the British or Americans would be possible by agreement be- 
tween the national groups concerned, but this has hitherto been 
opposed by the other nationalities concerned. In 1936 the Japanese 
challenged the long-standing ‘gentlemen’s agreement’ with respect 


1 Feetham Report, Vol. II, Part V, Chap. VII, p. 201. 2 See p. 17 above. 
3 Shanghai Municipal Council Report for the Year 1932, p. 379. 
4 Op. cit., 1933, P. 393. 5 Op. cit., 1934, Pp. 316. © Op. cit., 193f, P. 243. 


7™The 1937 provision was the same, but hostilities apparently interrupted its allot- 
ment. OP. cit., 1937, P. 333- 

® Mr. Justice Feetham was averse to any lowering of the property qualification. 
Feetham Report, Vol. Il, Part V, Chap. VI, p. 164. 
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to the proportion of foreign representation on the Council by put- 
ing up a third Japanese candidate. The British and American rate- 
payers, had they so wished, could, of course, have secured all the 
seats. The British were, however, content to maintain the existing 
distribution of seats, and in this they had the solid support of all the 
other foreign voters except the Japanese. In previous elections, 
while the Japanese vote had been well organized, little had been done 
to mobilize the British, but in 1936 the British residents formed an 
election committee and held a straw ballot for the preliminary selec- 
tion of candidates. At the elections held on March 23rd—z24th, 1936, 
a record poll was cast and the five British candidates came out at the 
head of the list, with the two Americans following, while the two 
Japanese who were elected were at the bottom of the poll. Unfor- 
tunately, through some mischance 323 Ballot Papers were over- 
looked. These votes, when subsequently counted, were found not to 
change the situation, despite the fact that they were mainly Japanese, 
but the Japanese authorities refused to recognize the validity of the 
election and the Consular Body, at an emergency meeting on 
March 26th, declared the election invalid and ordered a new election 
to be held on April 2oth-z1st. However, the Japanese withdrew 
their third candidate, and as only nine persons were nominated, they 
wete accordingly declared elected. 
As a consequence of this miscounting of ballots 


an investigation was directed by the Council to assess responsibility 
with regard to the various persons concerned and to submit recommen- 
dations regarding possible improvements in the election machinery. 
Messrs J. W. Carney, V. St. J. Killery and T. Yamamoto accordingly 
conducted an extensive examination into the entire election machinery, 
and on April 8th submitted their report to the Council, by whom it was 
adopted. In its report the Committee stated it was convinced that the 
miscount was purely by inadvertence and clearly attributable to a definite 
lack of direction in the Chamber where the voting papers were counted. 
The Committee recommended the incoming Council to draw up new 
rules within the scope of the Land Regulations, both for the conduct 
of the election and for the counting of the votes. This recommenda- 
tion was carried out during the year and the new rules were approved 
by the Council for enforcement from 1937 onwards.! 


The Japanese have not repeated their attempt to elect a third 
Councillor. In January 1938 the Japanese Consul-General was 
reported to have suggested unofficially an increase in Japanese 
representation on the Council, but was informed that ‘in present 


1 Shanghai Municipal Council Report for the Year 1936, p. 25. 
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conditions it would not be possible to do anything with regard to 
this claim’. 

On January 4th, 1938, the Japanese naval, military and consular 
authorities made a number of far-reaching demands upon the Muni- 
cipal Council, on the ground of alleged inefficiency in suppressing 
anti-Japanese activities. A high official of the Municipal Council in a 
Press interview stated that the demands included 


the appointment of a Japanese secretary to the Shanghai Municipal 
Council, the re-organization of the Municipal Police, which would 
include the appointment of a Japanese to a high position in the Shanghai 
Municipal Police, and a very material increase in the Japanese personnel 
of the Police Force. The demands also stipulated the appointments of 
Japanese in all branches of the Shanghai Municipal Council, in what 
were described as ‘controlling positions’. No details were mentioned 
as to the nature of such positions, or as to the implications to be 
gathered from the term ‘controlling’.? 


The official added that the demands were not interpreted to mean 
that the Japanese were asking for the appointment of a Japanese 
commissioner in charge of the Municipal Police, or for Japanese 
to be at the head of the respective Council departments. Apparently 
what the Japanese had in mind was the appointment of Japanese 
officials, particularly in the Secretariat and the Municipal Police, 
who would be present at all conferences on policy and would know 
what was going on. They also asked for the amalgamation of the 
Japanese and Foreign branches of the Police, so that Japanese 
police officers would wield the same authority as officers of European 
nationality, particularly over Chinese constables. 

The Council referred the demands to the Consular Body, in order 
that the matter might be discussed between the Governments of the 
Powers concerned. The following statement was made by Lord 
Plymouth in the House of Lords on February 15th, 1938: 


The British, French and United States’ authorities have been in close 
consultation in regard to this matter, and they have all agreed that they 
should support the Council in opposing any attempt on the part of the 
Japanese to interfere with its functions and any attempt that might be 
made to alter the character of that administration. Nevertheless, there 
does appear to be some force in some of the Japanese contentions and 
{ think there is a very large measure of agreement to the effect that 
their representation in this administration is hardly commensurate with 
their numbers and their interests.® 


1 Hansard (House of Lords), Vol. 107, February 15th, 1938, p. 673. 
® North China Daily News, January 7th, 1938. 
® Hansard (House of Lords), Vol. 107, February 15th, 1938, p. 672. 
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The Municipal Council delivered its reply on March 18th, 1938, 
and a summary of this was made public on the 22nd. The Council 
denied that the Municipal administration had been inefficient, but it 
recognized and regarded sympathetically the desire of the Japanese 
community for greater participation in the Council’s administration, 
and therefore considered that the requests made with regard to the 
Municipal Police should be met as far as possible without any 
impairment of efficiency. On the score of financial, linguistic and 
other difficulties, the Council did not consider it practicable to 
amalgamate immediately the Foreign and Japanese branches of the 
Police, but it proposed to abolish the term ‘Japanese branch’, and to 
constitute a new Foreign branch in two sections, of which the exist- 
ing Foreign branch would constitute No. 1 section, and the existing 
Japanese branch No. 2 section. As the members of the second sec- 
tion, after trial and experience, showed their ability to take part in 
the general work of the first section, they would be transferred to it. 
‘In this way,’ in the words of the memorandum presented to the 
Council by the Japanese Consul-General, ‘Japanese members of the 
Force would be given an equal opportunity for participating in the 
functions of all branches of the police administration and would 
also have the authority to exercise control and supervision over 
Indian and Chinese members of the Force, and also over foreigners 
according to rank.’1 While willing to appoint a properly qualified 
Japanese as Special Deputy-Commissioner of Police, the Council was 
not prepared to give him sole charge of the Settlement north of the 
Soochow Creek, but proposed instead that another Japanese officer 
be appointed ‘as Associate Divisional Officer in “C” Division to 
work with the Divisional Officer with the special object of attending 
to Japanese interests and of studying and assimilating police methods 
in the Settlement with the view of ultimately assuming a definite 
responsibility in the general administration’.2 The Council agreed 
that the initial appointment of Japanese to the Police Force should 
be as probationary sergeants and not as constables, with oppor- 
tunities for promotion similar to the Foreign branch. It was further- 
more willing that Japanese members of the Police Force should be 
identified with the conduct of investigations in all cases involving 
Japanese subjects, provided that they were subject to the general 
system of control centred in the ‘C’ Crime Branch. 

The Council pointed out that the authorized strength of the 
Japanese branch was 316, although owing to financial conditions 

1 North China Daily News, March 2and, 1938. ® Ibid, 
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the actual strength was only 266; the Foreign branch being similarly 
much under authorized numbers. Provision had been made in the 
current years’ budget to increase the strength of the Japanese branch 
to 300. After recapitulating the growth of the Police Force and 
especially of the Japanese branch, the Council declared that any 
sudden changes would render the whole Force unmanageable and 
trusted that the Japanese would appreciate that it was offering to go 
a considerable way to meet their legitimate aspirations. 

While thus endeavouring to reconcile Japanese wishes and 
demands with the continued efficiency of the Municipal Police, the 
Council answered the demands for appointments to the Secretariat 
with a polite refusal; the published summary of which was as 
follows: 


In regard to the Secretariat it is pointed out that not more than one 
person can function at the head of this department, which is an essen- 
tial part of the municipal administrative machinery. It is considered 
that there is no justification for the appointment of a further high 
official to the Secretariat at the present time. The present Japanese 
Deputy Secretary has direct access to both the Chairman and the 
Secretary-General and can communicate directly with heads of depart- 
ments in all matters affecting Japanese interests. It is, however, readily 
agreed that the Japanese Deputy Secretary should attend all important 
conferences at which matters affecting the Japanese community in any 
way are discussed or decided, and it is further pointed out that he is, 
of course, also entitled to be kept informed in regard to all aspects 
of the Municipal administration, whether particularly affecting the 
Japanese community or not. It is considered that any change in rank 
would be an embarrassment, as giving an impression of dual control 
in an important Council department. 


On April 6th the Japanese reply, in the form of a letter and 
attached memorandum from the Japanese Consul-General, was 
teceived by the Chairman of the Municipal Council. The text of the 
letter was as follows: 


With reference to your letter under date of March 18th, 1938, enclosing 
the Shanghai Municipal Council’s reply in the form of a Memorandum 
to the requests made on January 4th, 1938, by my predecessor, Mr. S. 
Okamoto, I have the honour to express my high appreciation of the 
most careful consideration the Municipal Council has given to our 
requests. It is a matter of deep regret for us, on the other hand, to 
find that the Municipal Council could not see fit to accede to some of 
our proposals. However, we take note of the statement in your 
Memorandum that ‘the Council recognizes and regards sympathetically 


1 Ibid. 
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the desire of the Japanese community for greater participation in the 
administration. In order to meet this desire for greater participation 
in the administration, the Council considers that it would be right to 
meet the requests made in regard to the Police Force as far as they can 
be met without any impairment of efficiency.’ And on the strength 
of this statement, I expect that the Municipal Council will be able to 
reconsider their position and to meet our desire fully when the present 
tense situation is mitigated and the financial conditions of the Inter- 
national Settlement and of the Council is (sic) improved. However, 
in view of the prevailing situation and the financial stringency in the 
International Settlement, I will confine myself for the time being to 
the requests as set forth in the Memorandum herewith enclosed.1 


In general the Japanese Memorandum contained requests that the 
changes which the Council had suggested should be put into effect 
without delay. It asked for the immediate appointment of a Japanese 
Special Deputy-Commissioner of Police, ‘who shall be next in rank 
and status to the Commissioner of Police and have the authority to 
command and supervise the whole Japanese staff and to participate, 
representing Japanese interests, in the general administration of the 
Municipal Police’ 2; and of an Associate Divisional Officer in ‘C’ 
Division, with another in ‘D’ Division, as soon as possible. It was 
hoped that Japanese police officers would be placed in charge of 
police stations having much to do with Japanese interests, that 
vacancies in the Japanese branch would be filled without delay and 
that the authorized Japanese strength would be augmented as 
Japanese interests were likely to increase in magnitude and import- 
ance. The Memorandum concluded by expressing gratification at the 
Council’s specification of the duties and privileges of the Japanese 
Deputy-Secretary and of the extended facilities it was proposed to 
allow him. . 

Here for the time the matter rested. One of the main difficulties 
in making sudden changes of the kind demanded by the Japanese lies 
in the fact that the administration of the Settlement, including the 
police organization and procedure, are Western, mainly British in 
character, a natural development from the way in which the Settle- 
ment evolved. It thus differs in many important points from the 
administrative and police system in Japan and, as the Council has 
pointed out, this renders necessary a period of probation and training 
for Japanese candidates to administrative appointments. One of the 
chief difficulties of acceding to the Japanese demands is that they 
would involve that authority in police and other matters should be 


1 Op. cit., April 8th, 1938. ® Ibid. 
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entrusted solely to Japanese in those areas where Japanese popula- 
tion and interests are more particularly concentrated, but this prin- 
ciple, if pushed to its logical conclusion, would endanger the inter- 
national character of the Settlement, and its administrative integrity. 


C. JAPANESE FORCES AT SHANGHAI 

Japan has an equal right with other Treaty Powers to send troops 
into the International Settlement, or station them there, for the pro- 
tection of the lives and property of Japanese nationals. At various 
times when, owing to civil wars or other emergency, the security of 
the foreign administered areas has appeared to be endangered, the 
foreign Powers have landed contingents of armed forces in Shanghai 
for this purpose. In January 1927, after the overrunning of the 
British Concessions at Hankow and Kiukiang, the advance of the 
Chinese Nationalist forces towards Shanghai created a similar 
danger for the large British community residing there, and the 
immense interests which British enterprise had built up in that city. 
The British Government accordingly decided to send a Defence 
Force to Shanghai, which ultimately amounted to 20,000 men. The 
United States, Japan, France, Italy, the Netherlands, Spain and 
Portugal, also sent contingents, so that the foreign military forces 
amounted to some 40,000 men in addition to a powerful naval con- 
centration in the Whangpoo. As a result of these precautions the 
occupation of Shanghai by the Nationalist forces on March aust, 
1927, was not followed by any untoward incidents similar to those 
that had occurred at Hankow, Kiukiang and Nanking. The foreign 
community at Shanghai enjoyed complete security, and the Inter- 
national Settlement afforded a safe refuge for foreign nationals from 
the interior, as well as for large numbers of Chinese. The initiative in 
sending troops had been taken by Great Britain, because it was 
British interests that had been singled out for attack by Nationalist 
propaganda. Great Britain had just announced her intention of pur- 
suing a liberal policy towards Chinese Nationalist aspirations, and 
the British Government made it plain that the force would only be 
used for the defensive purposes for which it was exclusively 
intended. 


His Majesty’s Government have reserved the right to take such 
measures as are necessary for the protection of British lives and interests 


1 The Council, in its communication of March 18th, 1938, asked for the restoration 
to its full control of the area north of the Soochow Creek and stressed that the principle 
of partnership applied to the whole Settlement and not merely to one part of it. The 
Japanese reply of April 6th made no reference to this. 
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against mob violence, disorderly troops or any form of violent attack; 
but His Majesty’s Government have never contemplated the use of 
troops for any purpose except such protection.1 


In accordance with these undertakings, the British Government, 
throughout this crisis, co-operated harmoniously with the other 
foreign Powers as well as with the Chinese, and made no attempt to 
use the Defence Force to advance British interests, either commetcial 
or political, at the expense either of China or of other Powers. 

When normal conditions had been restored, and there was no 
longer any immediate danger at Shanghai, the bulk of the foreign 
troops were withdrawn, but garrisons were retained by the British, 
American and Japanese Governments in the International Settle- 
ment, and by the French Government in the French Concession. 
When a situation arises in which it is considered desirable to obtain 
the assistance of the armed forces of the foreign Powers for the 
protection of foreign life and property in the International Settle- 
ment, the Municipal Council transmits a request to that effect 
through the Senior Consul to the Commanding Officers of the forces 
in question, and concerted action between these different inde- 
pendent military authorities is secured by an agreement assigning a 
particular sector of the Settlement to each of the respective foreign 
garrisons. This procedure had been developed before 1931. In 
October of that year a Defence Committee was formed, consisting 
of the officers in command of the American, British, French, Italian 
and Japanese forces, the Chairman of the Municipal Council,? the 
Commander of the Shanghai Volunteer Corps and the Commissioner 
of Police. Its objects were: 


To.arrange for co-ordinated action by and co-operation between the 
foreign Garrison Commandets and between them and the Municipal 
forces for common defence and for that purpose to divide the Inter- 
national Settlement and its vicinity into sectors the Commanders of 
which should be responsible for assisting the police to maintain law 
and order for the protection of lives and property within the limits 
of their respective sectors.® 


It was also provided that: 


No proceedings of the Defence Committee shall prejudice the right of 
any garrison commander to communicate and consult with his national 


1 Communication made by the British Government to the League of Nations on 
February 8th, 1927. See also speeches by Sir Austen Chamberlain at Birmingham on 
January 29th, 1927, and in the House of Commons on February 1oth, 1927. 

3 He resigned on February 6th, 1932. 

3 Shanghai Municipal Council Report for the Year 1932, p. 17. 
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consular or naval authorities present, nor prevent his independent 

action. He will, however, inform the Chairman of the Defence Com- 

mittee.1 

Under the defence scheme drawn up by this Committee four sec- 
tors were created, which, with slight modifications, have since 
remained.? ‘A’ Sector is that allotted to the Japanese and includes 
the Hongkew and Yangtzepoo areas of the International Settlement. 
It is bounded on the south by the Soochow Creek and on the west 
by the Honan Road from the Creek to the Settlement boundary at 
Chapei. The Japanese sector also includes a salient of about one and 
a half mile in length and half a mile wide in North Hongkew, 
beyond the Settlement boundary. This external defence area con- 
tains important Japanese residential interests ? and the Headquarters 
of the Japanese Naval Landing Party, close to Hongkew Park. It was 
described as comprising ‘from the point of view of the Shanghai 
Defence Committee, an area outside the Settlement, limited on the 
west by North Kiangse Road and the Woosung Railway; on the 
north by the northern border of Hongkew Park; and on the east 
by a line roughly the north-east corner of Hongkew Park and the 
Harbin Road Police Station.’4 

‘B’ Sector, covering West Hongkew and the Central district up 
to Yu Yaching Road, was assigned to the Shanghai Volunteer 
Corps. ‘C’ Sector, assigned to the United States Marine Corps, is 
bounded by Yu Yaching Road; the Soochow Creek and the western 
boundary of the Settlement to Bubbling Well cemetery. ‘D’ Sector 
lics beyond the Settlement boundary in the western external roads 
area and is bounded by the Soochow Creek, the Shanghai-Hangchow 
Railway to Amherst Avenue, and that Avenue to the French Conces- 
sion boundary. This was assigned to the British forces, except for the 
area between Robinson Road and the Soochow Creek, which was 
allotted to the Italian contingent. The defence scheme of 1931 pro- 
vided that the senior of the foreign commanding officers should 
become co-ordinating officer, with supervisory powers in all four 
sectors. In 1932, however, the Japanese Admiral in command of the 
Naval Landing Party, who was the senior officer, renounced these 
duties, which were then assumed by the British Officer Commanding, 
who was the officer next highest in rank. The French Concession is 
garrisoned by French forces, whose officers work in co-operation 


1 Shanghai Municipal Council Report for the Year 1932, p. 21. 
2 For map showing Defence Sectors, see endpapers. 5 See p. 38 above. 
4 Shanghai Municipal Council Report for the Year 1932, p. 18. ; 
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with the Settlement Defence forces, but are not subject to super- 
vision by the co-ordinating officer. 

The armed forces landed by Japan in Shanghai in 1927 ea 
of sailors under the command of naval officers. After 1932 a portion 
of this force was retained in Shanghai. New barracks were erected 
near Hongkew Park and the Japanese Naval Landing Party was 
maintained at approximately two thousand strong. While the Japan- 
ese, like the other foreign garrisons, was not adequate in strength to 
ward off a really serious menace, Japan could quickly concentrate 
powerful military and naval forces at Shanghai, owing to her 
relative proximity to China. 
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CHAPTER VII 


THE SINO-JAPANESE HOSTILITIES AT SHANGHAI 
IN 1932 


HE JAPANESE invasion of Manchuria in 1931 led to a tense 

situation in Shanghai. The Anti-Japanese Boycott Association 
and other Chinese organizations hostile to Japan instituted a cam- 
paign of violence against Chinese accused of dealing in Japanese 
goods. ‘Chinese residents of the Settlement suspected of dealing in 
Japanese goods were illegally arrested, fined and imprisoned in 
various places, particularly in the Temple of the Queen of Heaven, 
a building which by virtue of a clause in the Land Regulations is 
exempt from Council control.’! These and similar coercive activities 
were carried out in defiance of law and order and gravely embar- 
rassed the Municipal Council in its task of preserving the peace. 
The temper of the Japanese community became equally inflamed 
and mass meetings of protest against the passive attitude of their 
authorities were held. Clashes between Japanese and Chinese 
occurred, notably on January 18th, 1932, when a party of Japanese 
monks was set upon and five injured, one of them fatally. Japanese 
civilian reprisals the following night led to a fracas with the Muni- 
cipal Police, in which a Chinese constable and a Japanese civilian 
were mortally injured. On January 2oth the Japanese Consul-General 
made five demands upon the Mayor of the Chinese City Govern- 
ment. These were for a formal apology for the January 18th affair, 
the immediate arrest of the assailants, the payment of compensation 
to the victims, and also the ‘adequate control of anti- Japanese move- 
ments and the immediate dissolution of all anti-Japanese organiza- 
tions engaged in fostering hostile feelings and anti-Japanese riots 
and agitations ’.2 The Mayor replied on the following day that he 
was prepared to consider the first three points, but would have 
difficulty in complying with the other two. Later in the same day a 
declaration by Rear-Admiral Shiozawa, Commander of the First 
Japanese Overseas Squadron, was published in the Press, while 
copies were sent to the Municipal Council and to the Bureau of 
Public Safety of the City Government. In this the Admiral intimated 


1 Shanghai Municipal Council Report for the Year 1932, p. 15. * Ibid., p. 16. 
bho) 


that unless the Japanese demands were fulfilled without delay he 
would ‘resort to appropriate action to protect the rights and interests 
of the Japanese Empire’. Japanese naval reinforcements arrived on 
January 24th, while units of the Chinese 19th Route Army, a Canton- 
ese force which had been brought to Shanghai through political 
developments at Nanking, took up positions around the Settlement. 
On January 27th the Japanese Consul-General informed Mayor 
Wu Te-chen ‘that he must have a satisfactory reply to the demands 
by 6 p.m. next day, failing which the Japanese would take the neces- 
sary steps in order to enforce them’.1 On the same day the Japanese 
Admiral informed the Municipal Council that he intended to sup- 
ptess the anti-Japanese associations in the Settlement if the Chinese 
failed to carry out the suppression of the anti-Japanese movement.? 
The Municipal Council met at midday on January 28th and the 
Chairman reported that the Defence Committee had that morning 
received a notice from its Japanese representative that his forces 
meant to take action, and that the Defence Committee recommended 
the proclamation of a State of Emergency effective as from 4 p.m. 
on the 28th. The Council unanimously agreed on this and made 
proclamation accordingly,? while the Senior Consul was informed 
of this step and asked ‘to arrange forthwith for the landing of the 
International Forces for the internal defence of the Settlement’.* 
The formula meant that the defence scheme of October 1931 was 
to come into operation, and during the afternoon and evening of the 
28th, the British and American forces, together with the Shanghai 
Volunteer Corps, began to move into their respective sectors. The 
Japanese delayed their movement and at 4 p.m. their Consul-General 
informed the Consular Body that a reply had been received from the 
Mayor of Greater Shanghai which was entirely satisfactory, and 
that, although it remained to be seen whether the Mayor would be 
able to enforce the terms accepted, no action would be taken for the 
time being. While Mayor Wu Te-chen had already taken steps to 


1 Reports to the League by the Committee of Representatives at Shanghai of certain States 
Members of the sf mis Council (Cmd. 4021 of 1932, p. 


P- 5). 
3 Shang pry poe Council Report for the Year 1932, pp. 16-17. 
3 This was as fo 
PROCLAMATION 
Declaration of a State of Emergency. 
The Council for the Foreign Settlement of Shanghai, by virtue of the power and 
authority in it vested, hereby makes proclamation that from 4 p.m. on Thursday, 
January 28th, 1932, a STATE OF EMERGENCY exists, and authorizes the adoption of all 
oer measures for the maintenance of order and good government of the Settle- 


e Sbanghai Municipal Council Report for the Year 1932, p. 17. : © Ibid., p. 18. 
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restrict anti-Japanese activities, there were reports in the Japanese 
Press Bulletin of an impending Chinese attack and ‘a popular belief 
that the Japanese naval authorities were determined to take direct 
action in any event’.? 

When the Council proclaimed the State of Emergency it had in 
mind that either the Chinese would reject the Japanese terms, in 
which case Japan would take action and there might be a rush of 
excited refugees or disorganized troops trying to enter the Settle- 
ment, or that the Chinese authorities would accept them, in which 
event there might be demonstrations and rioting by the Chinese 
populace both within and without the Settlement, a possibility of 
which the Mayor of the City Government was himself apprehensive.? 
So the Emergency Proclamation was not rescinded and the Japanese 
Admiral at 11 p.m. on the 28th sent two proclamations to Mayor 
Wu Te-chen. One of them declared that Japanese forces would be 
sent to Chapei for the protection of Japanese nationals there, and 
requested the Chinese to withdraw their troops to the west of the 
Shanghai-Woosung Railway and to remove their defences. The 
other said that in the area assigned to the Japanese to preserve order 
in the Settlement, they would take any action considered necessary 
for the proper execution of the duty involved in the State of 
Emergency. 

The Japanese thus professed to be acting in furtherance of the 
Kmergency Proclamation and in execution of the defence scheme of 
October 1931, including the occupation of the Hongkew external 
arca. On previous occasions the Settlement authorities had assumed 
the right to include a portion of the external roads areas within the 
defence perimeters, as the Settlement proper could scarcely be effec- 
tively protected by an alignment of troops along its boundaries. 
The Chinese had acquiesced in this practice, but their delegation to 
Geneva declared that the Defence Committee’s plan in 1931 was not 
announced and had not been communicated to the Chinese authori- 
ties. The Consular Committee reported that ‘It does not appear that 
the Chinese authorities previous to the events, starting at 11 p.m. 
on the 28th January, had received any communication about this 
outside Japanese section’. This northern external sector had not 
been included in the defence arrangements of 1927, although a por- 
tion of the western external roads area had been so included. 


1Cmd. 4021, p. §. 

3 League of Nations. Correspondence and Resolutions respecting events in Shanghai and 
neivhbourhood, February-March 1932 (Cmd. 4040 of 1932), p. 4. 

> Cmd. 4021, p. 6. 
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When the Japanese naval forces and armed civilian reservists 
advanced at midnight on the 28th towards the Shanghai-Woosung 
line they were fired upon by units of the 19th Route Army, which 
had no time to evacuate even had they been willing to do so. On the 
following day Admiral Shiozawa called his air force into action and 
the greater part of Chapei was bombed and set on fire. Through the 
mediation of the British and American Consuls-General a truce was 
arranged in the course of the day, but it was never more than 
nominal and lapsed altogether on February 2nd. On January 29th 
the British and American diplomatic representatives in China and 
Japan made joint dmarches with a view to securing the cessation of 
hostilities on both sides, the establishment of a neutral zone in the 
Shanghai area, and the initiation of negotiations to settle ‘all out- 
standing controversies between the two nations .. . without prior 
demand or reservation, and with the aid of neutral observers or 
participants’; these proposals were accepted by the Chinese Govern- 
ment, but virtually rejected by Japan, who objected in particular to 
the implication that the Shanghai question should be linked with 
that of Manchuria in a general settlement. In a statement of their 
aims and policy, published on February 7th, 1932, the Japanese 
Government justified the operations of January 28th-z9th by the 
declaration that it was the Chinese who had opened fire on the 
Japanese, and the subsequent despatch of reinforcements by the 
‘predicament of Japanese residents’; at the same time they stated 
that they cherished ‘no political ambitions in the region of Shanghai, 
nor any thoughts of encroaching on the rights and interests of any 
other Power’.! After February 3rd a state of open warfare existed in 
Woosung and Chapei and on the 18th a Japanese ultimatum was 
presented, requiring the withdrawal of all Chinese troops within a 
distance of twenty kilometres from the boundary of the Settlement. 
On the Chinese refusing to accede to this demand a general attack 
was begun with the object of driving them from the Shanghai 
area; a determined resistance was put up by the 19th Route Army 
and this objective was not achieved until March 3rd. 

The affair of 1932 was the first occasion on which one of the 
Powers enjoying treaty rights in Shanghai made use of the Inter- 
national Settlement as a base for military operations against Chinese 
troops in Chinese-administered territory. This placed the Municipal 
Council in an extremely difficult position and it became the target of 
attacks by both sides. The Japanese claimed to be operating under 

1 Survey of International Affairs, 1932, pp. 505-6. 
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the defence scheme and were aggrieved at not being allowed to use 
the Honan Road gate, which would have enabled them to turn the 
Chinese position at the North Station.1 The Japanese also demanded 
that the Council prevent the Chinese from firing shells into the 
Hongkew area, while the Mayor of the Chinese City Government 
demanded that it stop the Japanese from landing reinforcements in 
the Settlement. The Council pointed out that its political status was 
‘not that of an independent State or sovereign Power’, and that 
consequently it was unable ‘to take any direct measures, either 
forcible or diplomatic, against the action of the armed forces of the 
various Powers now concentrated in and around the International 
Settlement’.? In order to ‘clarify the position’ the Council on Febru- 
ary 15th published a statement to the effect that neither the Settle- 
ment authorities nor the other defence forces were responsible for 
anything done by the Japanese unit in excess of the purely defensive 
measures contemplated by the defence plan.? 

Repeated démarches were made to the Japanese Government by the 
British and American Ambassadors in Tokyo, making it clear that 
their Governments disapproved of the use of the Settlement except 
for defensive purposes. In Shanghai itself there was a series of Con- 
sular protests against interference by Japanese troops in sectors 
allotted to other defence forces, the falling of stray bombs within the 
Settlement boundaries and the flight of Japanese aeroplanes over the 
Settlement, and especially against the disembarkation of reinforce- 
ments at Japanese wharves in the Settlement. These protests had 
some effect, the flight of Japanese aeroplanes across the Settlement 
became infrequent, while on February 26th the Japanese Foreign 
Minister stated, in reply to representations by the American, British, 
French and Italian Ambassadors, that although Japan had the 
‘right to land troops in the Settlement and to anchor ships of war in 
their present position’, she was ‘earnestly desirous of minimizing 
danger to the Settlement’, and that the military and naval authorities 
had decided ‘to give the matter as favourable consideration as 
possible ’.4 From that time only reliefs seem to have been landed in 
the Settlement. 

1 This prohibition was enforced on the ground that the ‘Honan Road Gate gives 
access from Settlement to Chinese territory not comprised in defence scheme, and 
strict instructions, based on principle that the duties of defence force are defensive and 
not offensive, had been given by Commandant, Shanghai Volunteer Corps, in whose 
section it is situated, that in no circumstances was it to’be opened to permit of either 
entrance or exit’. Cmd. 4040, p. 4. 


2 Shanghai Municipal Council Report for the Year 1932, p. 25. 3 Ibid., p. 29. 
4 Hansard (House of Commons), Vol. 262, Match ist, 1932, p. 948. 
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Efforts at mediation were made by the Consuls of the neutral 
Powers, by the British, American and French Ministers to China, 
and by Admiral Sir Howard Kelly, Commander-in-Chief of the 
British Squadron, who arranged a meeting between Chinese and 
Japanese leaders on board his flagship, at which mutual withdrawal 
was agreed to in principle. Moreover, on March 4th and 11th, the 
Special Assembly of the League passed resolutions calling for the 
cessation of hostilities, and recommending negotiations at Shanghai 
with the assistance of the interested neutral Powers. Formal negotia- 
tions for a truce, begun on March 9th under the guidance of the 
British Minister, Sir Miles Lampson, resulted in the signature of an 
armistice agreement on May 5th, which provided (Article 2) that 
the Chinese troops should ‘remain in their present positions pending 
later arrangements upon the re-establishment of normal conditions’ 
in the Shanghai area; that (Article 3) the Japanese troops should 
withdraw within the sector allotted to them under the defence 
scheme on January 28th; and (Article 4) that a joint commission, 
including representatives of ‘the participating friendly Powers’ 
should be established to certify the actual withdrawal, and to super- 
intend the transfer from the evacuating Japanese forces to the in- 
coming Chinese police.1 By May 31st all Japanese troops, with the 
exception of 2,500 marines on garrison duty, had left Shanghai, and 
the evacuated areas had been handed over to the Chinese Special 
Police force. 

During the hostilities, the Japanese forces, harassed by Chinese 
snipers in Hongkew, took complete control of this district, both 
within and without the Settlement, disarmed the police and 
paralysed all other municipal activities. Schools and hospitals there 
had to be evacuated and for a while a reign of terror existed in the 
area, mainly due to the vengeful activities of the Japanese armed 
civilians. A host of refugees came into the Settlement south of the 
Soochow Creek and for these some eighty-five refugee camps were 
established. To avert the risk of plague the Commissioner of Public 
Health initiated a drastic campaign of vaccination, and after the 
termination of hostilities, the Council for a while extended the work 
of its sanitary department to Chapei, the state of which was a menace 


1 Cessation of Hostilities in Shanghai and Neighbourhood and Withdrawal of Japanese Forces. 
Cmd. 40°77, pp. 4-5. Annex 1 of the Agreement defined the Chinese positions as: 
‘From a point on the Soochow Creek due south of Anting Village north along the 
west bank of a creek. Immediately east of Anting Village to Wang-hieng Ch’iao, 
thence north across a creek to a point 4 kilometres east of Shatow, and thence north- 
west up to and including Hu-pei-k’on on the Yangtze River.’ 
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to the health of the Settlement. To cope with the problems arising 
from the crisis, the Council organized emergency committees such as 
the Man-Power Committee: Billeting and Evacuation Committee: 
Economic: Food: Fuel and Transport Committees, with a Co- 
ordination Committee, and these, aided by a good public response to 
the call for voluntary aid, did excellent work.! They were maintained 
in skeleton form in order to deal with any future emergency, a pre- 
caution which was amply justified by the event. 


1 Shanghai Municipal Council Report for the Year 1932, pp. 32-3. 
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CHAPTER VIII 


THE SINO-JAPANESE HOSTILITIES AT SHANGHAI 
IN 1937 


HE EFFECT of the Agreement of May 5th, 1932, was to create 

a demilitarized zone extending some twenty kilometres from 
Shanghai, in the area between the Soochow Creek and the Yangtze. 
Tt did not cover the areas in the vicinity of the Settlement and Con- 
cession south of the Soochow Creek, or across the Whangpoo at 
Pootung. The Japanese Chief of Staff, commenting on this omission 
at the time of the Agreement, said that it was understood that the 
Joint Commission would endeavour to avoid complications in the 
matter. On May 11th, 1932, the Japanese Foreign Office spokesman 
stated that ‘while hoping that the Chinese would strictly observe the 
terms of the armistice and not permit Chinese troops to enter the 
twenty-kilometre zone, Japan would hold the other Powers and 
wotld opinion accountable if the Japanese withdrawal resulted in 
a fresh menace to Shanghai’. The Chinese delegates, when signing 
the Truce Agreement, had made a reservation that ‘nothing in 
this agreement implies any permanent restriction on the move- 
ment of Chinese troops in Chinese territory’. At the same time the 
Nanking Government announced their intention ‘to establish, on 
their own initiative, for the maintenance of peace and order in the 
evacuated area in the vicinity of the Shanghai Settlement, a force of 
special constabulary, for which it contemplates the employment of 
experts as officers and instructors’. 

The phrase ‘pending later arrangements’ in Article 2 of the Agree- 
ment refers to the fact that the Japanese had proposed the holding of 
a conference of the interested Powers to discuss questions arising 
out of the situation at Shanghai. It seems probable that Japan’s 
object in proposing such a Conference was to secure the demarcation 
of a demilitarized zone encircling the whole of Shanghai. Proposals 
from Japanese sources were also put forward for the creation of 
similar demilitarized zones at all the principal treaty ports. Towards 
the end of May 1932, the Japanese Government appear to have pro- 
posed the calling of a preliminary conference at Tokyo, from which 
China was to be excluded, to settle the agenda of the proposed 
Shanghai Conference. The Chinese Government from the beginning 
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refused to enter a conference on the subject of Shanghai unless the 
whole of the matters in dispute between China and Japan, including 
Manchuria, were included in the agenda. In this attitude they were 
supported by Great Britain and the United States. On May 26th the 
British Foreign Secretary stated in the House of Commons that His 
Majesty’s Government would not attend any such conference in 
which China did not take part. 

Since the Agreement was not replaced by a permanent and more 
comprehensive arrangement, things remained in statu quo, the Chinese 
constabulary operating in the demilitarized zone, but the Chinese 
regular forces retaining freedom of action south of the Soochow 
Creek, which enabled them to reconstruct the aerodrome at Hungjao, 
destroyed in the 1932 hostilities. It would appear that the Chinese 
authorities did regard the Agreement as continuing in effect; but 
with the renaissance of Chinese military power and the growing 
crisis in Sino-Japanese relations they began to interpret it as 
natrowly as possible. In April 1936 the post of Garrison Com- 
mander of Shanghai and Woosung was separated from the Mayor- 
alty of Greater Shanghai and bestowed on a military officer. In June 
of the following year the Japanese Consul-General protested to the 
Joint Commission against the reported re-arming of the Woosung 
Forts; the expansion of the Peace Preservation Corps to over six 
thousand men, equipped with artillery and tanks, and the construc- 
tion of trenches and machine-gun positions within the demilitarized 
zone. The Japanese charges with respect to the increase in numbers 
were inaccurate, as, at the time of the crisis in August, the Peace 
Preservation Corps numbered only two thousand, but the Chinese 
evidently had prepared fixed defences in the demilitarized region 
and replied that there was no express provision in the Agreement 
which prohibited them from doing this. The Joint Commission 
declared itself unable to express any opinion on the conflicting views 
of the Chinese and Japanese. 

The Japanese Naval Landing Party, of some two thousand men 
equipped with tanks, had for years past not only carried out frequent 
manceuvres calculated to alarm and impress the Chinese populace, 
but at times exercised police precautions, in usurpation of the 
legitimate authority of the Municipal Council, by throwing a cordon 
of troops around areas in which anti-Japanese outrages had taken 
place, arresting and detaining suspects and causing a temporary 
flight of the local Chinese inhabitants, who feared a repetition of the 
fighting in 1932. Thus a spirit of uneasiness and alarm pervaded 
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both the Chinese and Japanese communities at Shanghai during 
1932-7. 

The Lukuchiao incident and the outbreak of fighting in North 
China produced the usual repercussions at Shanghai, but the Muni- 
cipal Council, the Shanghai City authorities and the Japanese 
Consular officials alike laboured hard to avert a clash. A minor 
incident on July 24th, 1937, caused by the desertion of a Japanese 
sailor, who was falsely reported to have been kidnapped, ended on 
the 28th with the arrest of the deserter by the Chinese authorities 
near Chinkiang; and on the 31st, the Admiral commanding the 
Japanese Naval Landing Party expressed his regret for the incident 
and thanked the Municipal Council and the Chinese authorities for 
their co-operation in the search. But on August 9th a Japanese naval 
lieutenant and a seaman were shot by the Chinese in Monument 
Road, near the Hungjao aerodrome. The Chinese asserted that the 
two Japanese had tried to enter the aerodrome and had killed a 
sentry who challenged them; the Japanese said that the principal 
victim, Sub-Lieutenant Ohyama, had been charged with the duty of 
guarding Japanese nationals in the western district, had not tried 
to enter the aerodrome, and the Chinese sentry had been shot by 
the Chinese themselves. Before this affair happened, however, the 
Chinese Foreign Office had intimated to the Ambassadors of the 
Powers in Nanking that, while the Chinese Government had no 
intention of attacking the Japanese forces at Shanghai, they could 
not remain quiescent if the Japanese attacked or sent more troops 
into the city. Also before the Hungjao incident occurred, the 
Japanese Government, in view of ‘the greatly increased numbers of 
Chinese troops moved into the Shanghai area under the names of 
Peace Preservation Corps and Gendarmes, the military works that 
were erected there by the Chinese in violation of the true agreement 
of 1932 and the information we had of hostile preparations’,! had 
despatched fifteen vessels of the Third Fleet to Shanghai and these 
arrived on August 11th. On that day the Japanese naval and Consular 
authorities demanded that all Chinese military forces, together with 
the Peace Preservation Corps, should be withdrawn to a distance of 
not less than thirty miles from Shanghai and that all defences erected 
within the demilitarized area should be dismantled. The Mayor of 
the City Government promised to do his best to secure compliance 
with these demands, but on the 12th, the 87th and 88th Divisions 
of the Chinese Central Government forces had occupied the North 


1 Japanese Official Statement quoted from The Trans-Pacific, August 26th, 1937. 
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Station and the Kiangwan area, and these troops must have begun 
their concentration several days before. 

The Japanese on August 12th convened a meeting of the Joint 
Commission set up by the Truce Agreement of 1932 and asserted 
that the Chinese military movements were a violation of that 
Agreement, to which the Chinese representative replied that the 
Japanese in 1936, by stationing troops at the ‘Eight Character 
Bridge’ beyond the Defence zone,! had absolved China from observ- 
ing the terms of the Agreement, and further declared that the 
withdrawal of Chinese troops from the area was a matter for the 
Central Government to decide. The Joint Commission adjourned 
pending a reference to Nanking, after having obtained an under- 
taking from both sides that their troops would not fire unless fired 
upon. Representations to China and Japan were made by the princi- 
pal interested Western Powers with a view to avoiding hostilities in 
the Shanghai area, and on August 13th it was announced in Tokyo 
that the Japanese Government would open negotiations with 
Nanking for a cessation of hostile preparations in Shanghai, and they 
were understood to approve a proposal by the Consular Body for the 
neutralization of Shanghai, provided the Chinese forces withdrew 
from the demilitarized zone established in 1932. But on the same day, 
the 13th, fighting broke out between the Chinese and Japanese 
forces at Shanghai, each side as usual blaming the other for its incep- 
tion. The Municipal Council, which on the 12th had mobilized the 
Volunteer Corps and brought its scheme of emergency committees 
into operation, now asked Brigadier Telfer-Smollett, Commander 
of the British Forces, ‘as the senior neutral officer, to arrange to 
assume the unified direction of the defence forces of the Settlement’.? 
It also issued a public statement which set forth its duty to ensure 
the safety of life and property and to preserve peace and order in the 
Settlement, but it refrained from declaring a State of Emergency, as 
had been done in 1932. Its public statement declared that ‘as a part 
of the necessary protective arrangements the Shanghai Volunteer 
Corps has been mobilized and, assisted by certain national defence 
forces, is taking part with the Police in preserving the International 
Settlement as a peaceful area in which all persons irrespective of 
nationality can dwell and carry on their lawful occupations’.® 

On August 14th the Chinese air force was sent into action and in 
an abortive attempt to bomb the Japanese flagship Izumo, at anchor 


1 This was about half a mile beyond the defence line and in close proximity to a 
Japanese cemetery. 
3 Shanghai Municipal Council Report for the Year 1937, p. 14. 3 Ibid, 
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off the Japanese Consulate, caused terrible loss of life in the Settle- 
ment and Concession. The British and French Governments pro- 
tested to China and also warned both the combatants against flights 
of aeroplanes over the Settlement and Concession, the French 
authorities stating that they would not tolerate such flights over the 
Concession. The Japanese military authorities on the 16th promised 
that their bombers should not fly over the Concession or the Settle- 
ment south of the Soochow Creek, and the Chinese, while claiming 
ait sovereignty, expressed their willingness to give the same assur- 
ance provided the Izumo was moved from her anchorage. They also 
instructed their troops to avoid hostilities in the Settlement south of 
the Soochow Creek and expressed regret for the bombing of the 
Settlement and Concession, which they said was due to the bomb 
racks of their machines having been damaged. A British proposal 
that the combatant forces should both be withdrawn from Shanghai 
and that the safety of all residents there should be ensured by the 
troops of the neutral Powers was rejected by the Japanese Govern- 
ment on the 19th on the grounds that Japan was responsible for the 
safety of her own nationals; that she was not satisfied that the foreign 
forces were strong enough to afford adequate protection, and that 
the situation was due entirely to Chinese attacks. 

The three months of fighting which ensued far surpassed in scale 
and destructiveness anything which the troubled history of Shanghai 
had ever previously known. For the first ten days the Japanese Naval 
Landing Party, aided by the Japanese warships, was fighting to hold 
its positions against several Chinese divisions and was nearly driven 
into the Whangpoo. The arrival of a Japanese army, composed of 
reserve units under General Matsui, who effected a landing at 
Lotien and Woosung on August 23rd, 1937, put an end to the 
Chinese opportunity of driving the Japanese from Shanghai. By 
September 3rd the Japanese had established a continuous line from 
Chapei to the Yangtze and fought their way slowly inland with the 
object of forcing the Chinese across the Soochow Creek and of cut- 
ting the Shanghai-Nanking Railway. After a prolonged struggle 
they succeeded in these aims on October 26th-27th. The Chinese 
evacuated Chapei after setting fire to what remained of that quarter, 
and the fighting moved around the western external area of the 
Settlement until the surprise Japanese landing at Hangchow Bay on 
November 5th and their rapid advance inland, which, by threatening 
the flank and rear of the Chinese armies, compelled them to evacuate 
the Shanghai region. 
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CHAPTER IX 
THE CONSEQUENCES OF THE 1937 HOSTILITIES 


HE STRUGGLE at Shanghai, as well as the continuance of the | 

general Sino-Japanese conflict, have thrown into clear relief the 
fact that the very existence of Shanghai as a great port and distribut- 
ing centre as well as a manufacturing area, depends on unfettered 
access to the hinterland. This implies not only that Shanghai must be 
part of a unified economic and fiscal system, with no trade or tariff 
barriers to hamper the flow of manufactures and raw materials be- 
tween the city and the interior of China, but also that the Chinese 
administrative and judicial organs at Shanghai should be an integral 
part of the governmental structure of China as a whole, so that 
homogeneity and uniformity are maintained. These are essential 
pre-requisites to the welfare of both the foreign and the Chinese 
communities and without them there can be little security or 
progress. 

In 1932 the hostilities were limited and local, they did not affect 
the rich Yangtze valley area, and severe as was the damage inflicted 
upon Chapei and adjacent districts, the recovery was swift. With the 
truce agreement and the evacuation of the bulk of the Japanese 
forces, the Municipal administration and the Chinese City Govern- 
ment were enabled to return to a normal state of affairs, while the 
Chinese Central Government, which had for a while removed to 
Loyang, soon came back to Nanking, where they were in close touch 
with Shanghai problems, and resumed the process of rail and road 
development mainly centring in the Shanghai-Nanking area. 

The situation since August 1937 has, unhappily, been very dif- 
ferent. The destruction wrought by the fighting in parts of the Settle- 
ment itself and, still more, over the whole Chinese Municipal Area 
was vastly greater than in 1932, Japanese visitors comparing the 
devastation to that wrought by the great Tokyo-Yokohama earth- 
quake in 1923. From August to November 1937, as a consequence of 
military operations, including the action of the Chinese in blocking 
the Whangpoo and the Yangtze with boom defences, the trade of the 
port was virtually paralysed.1 After Shanghai itself had ceased to be 


1 For the economic and financial consequences, see Chapter XI below. 
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the scene of strife, the tide of battle rolled over the whole area be- 
tween Shanghai and Nanking, leaving ruin and desolation in its 
wake. The flight of the Chinese Municipal officials and the removal 
of the Chinese Government to Hankow and thence to Chungking 
left the authorities of the foreign-administered areas without contact 
with any legitimate Chinese representatives with whom they might 
negotiate on matters common to all Shanghai and gave a new 
complexity to problems of long standing.! 

Added to this has been the continued Japanese military occupation 
of the Hongkew and Yangtzepoo districts of the International Settle- 
ment. Out of a total Settlement area of 5,583 acres, these districts 
comprise 3,205,? and even deducting the western Hongkew region, 
which is outside the Japanese zone, more than half the Settlement 
remains under Japanese military control. More significant than mere 
extent is the relative industrial and commercial importance of these 
districts. At the time of the outbreak of hostilities it was reported 
that 60 per cent of the large-scale industries of the Settlement and 
external roads areas were located in the northern and eastern districts 
as against 40 per cent in the western area. Of small-scale industries, 
60 per cent were in the eastern district and 10 per cent in the 
northern, as compared with 20 per cent in the western and 10 per 
cent in the central districts. While the Settlement north of the 
Soochow Creek contains the bulk of the important Japanese indus- 
trial and shipping concerns, it is equally vital to British and other 
foreign interests, most of whose greater manufacturing firms have 
their factories and godowns there. In it are located public utility 
undertakings vital to the well-being of the whole Settlement, notably 
the Shanghai Power Company and the Shanghai Waterworks Com- 
pany. Luckily both these concerns escaped damage and continued to 
function during the hostilities which raged in their vicinity. The 
north-eastern areas also contain most of the municipal refrigerators 
and food-storage depots, and but for prompt action on the part of the 
Council in removing supplies to the south of the Soochow Creek 
during the first days of the struggle, the problem of feeding the great 
population of the Settlement, which was intensified by the hordes of 
refugees which poured in from the Chinese areas, might have become 
insoluble. The threat of famine was averted by the prompt and 
efficient measures of the Council and of its Emergency Committees, 


1 Except for the Chinese courts in the Settlement. The Chinese Government, after 
their removal to Hankow, established a branch of the Supreme Court in Shanghai. 

2See Plan No. 1, endpapers. 

3 Finance and Commerce, November 17th, 1937, P. 379+ 
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the organization of which had been much extended and improved as 
a result of the experience in 1932. 

The International Settlement has a developed water frontage on 
the Whangpoo of 31,875 feet, and nine-tenths of this are situated 
north of the Soochow Creek, including the whole wharf accommo- 
dation in the Settlement for vessels of any size. In this region the 
British-owned wharves and docks represent a greater stake than 
those owned by the Japanese. All that remains free from Japanese 
control are the Municipal jetties for local river craft, situated between 
the Bund Park and the French Concession boundary. The French 
Concession frontage of 3,800 feet, utilized in normal times mainly by 
the Yangtze river and China coastal lines, has also been free from 
direct interference. The Japanese are in occupation of the whole 
country around the foreign Settlement, including the western ex- 
ternal roads area beyond the limits of the British defence sector; 
Pootung, in which further important foreign industrial plants, docks 
and wharves are situated; Nantao, and both banks of the Whangpoo. 

On August 14th and 17th, 1937, owing to the fighting going on 
in the northern and eastern areas of the Settlement, the Municipal 
Police, after several members of this force had been wounded, tem- 
porarily evacuated police stations in this area. Temporary sub- 
stations at or near important foreign properties, or public utilities 
north of the Soochow Creek, continued to be held by British and 
Sikh members of the police who volunteered for this dangerous duty 
and carried it out despite continual risks and hardships. A number of 
Japancse members of the police force also volunteered for service in 
the north-eastern areas. On August 24th-25th some of the evacuated 
stations were re-occupied by the police and others later, as fighting 
within the Scttlement boundaries ended. Thus the withdrawal was 
but a temporary measure and was never complete. The contention of 
Japanese Consular spokesmen that this increased the difficulties of 
their forces and amounted to an abdication of the authority of the 
Municipal Council in the northern and eastern areas is unacceptable. 
Had the Municipal Council allowed its police to assist the Japanese 
forces in dealing with snipers behind the lines it could have been 
charged by the Chinese with open assistance to their enemies. Under 
the circumstances the Council acted wisely, both in temporarily with- 
drawing the bulk of the police and in leaving a residue to afford such 
protection as was possible to civilians and property in the area. The 
gallant work of the Municipal Fire Brigade will be long remembered 
in Shanghai, for it carried out its duties in the areas north of the 
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Soochow Creek, as elsewhere in the Settlement, despite shells, bombs 
and snipers’ bullets, and by extinguishing the many serious fires 
within the Settlement caused by the missiles of one side or the other, 
prevented a general holocaust. 

With the outbreak of fighting the civilian population of the Settle- 
ment north of the Soochow Creek for the most part evacuated, the 
Japanese military and naval authorities took full control of the re- 
gions and declared them closed to civilian occupation, although they - 
permitted a limited access to factories, godowns or Municipal under- 
takings for the removal of necessities. When hostilities ceased around 
Shanghai it was expected that the Japanese, as soon as possible and 
in fulfilment of their pledges to respect foreign rights and interests, 
would permit the return of foreign and Chinese residents and the 
re-opening of industrial and commercial enterprises, and would re- 
store the north-eastern areas to the normal administrative control of 
the Municipal Council. On the plea of preventing Chinese guerrilla 
activities 1 the Japanese have maintained their military control of 
these areas. On December 15th, 1937, the Japanese announced that 
foreign residents, together with their Chinese servants, could return 
to some areas north of the Creek, but under so many restrictions that 
the permission was valueless. As a result of repeated representations 
by the foreign Consuls at Shanghai and by the British and American 
Ambassadors in Tokyo, the Japanese authorities on December 27th 
proclaimed the re-opening of the areas north of the Soochow Creek 
for the residence and business of non-Chinese. The opened districts 
included both Settlement and extra-Settlement areas, but certain por- 
tions of Hongkew and Yangtzepoo were excepted on the score of 
military necessity. Chinese were still excluded, which rendered it 
extremely difficult for foreign or Chinese concerns to re-open, 
especially as obstacles were encountered in the transportation of 
Chinese workmen from their temporary homes to the factories in 
the occupied areas. On February 6th, 1938, the Japanese authorities 
issued rules governing the return of Chinese residents and the re- 
moval of foreign-owned goods, as well as for the opening of the 
Hungjao area, in the western external roads district beyond the 
British defence perimeter. Despite the length of time which has 
elapsed since the cessation of hostilities at Shanghai and the removal 
of the battle front far into the interior of China, the Japanese Govern- 
ment have remained deaf to all suggestions, whether from the 


1 Chinese mobile forces have been active in the vicinity of the Settlement and 
Concession. 
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Shanghai Municipal Council, or from the British and American 
Governments, that the occupied areas should be restored to the 
authority of the Council. Numerous restrictions remain as a hin- 
drance to the restoration of business, trade and residence. The work 
of the Municipal Police north of the Soochow Creek is so hampered 
that the apprehension of known criminals is difficult, if not impos- 
sible. All persons crossing the Soochow Creek bridges are subject to 
inspection by Japanese sentries, while Chinese workers proceeding 
to the northern areas, or wishing to reside there, have to obtain 
passes from the Japanese authorities by a complicated and slow pro- 
cess. No tramcars, omnibuses or rickshaws can ply for hire north of 
the Creek, while access to a good many foreign properties remains 
forbidden. When to these drawbacks is added the brutal conduct of 
which the Japanese soldiers are often guilty and the terror they in- 
spire in the Chinese,! a return to normal conditions is made impos- 
sible. Meanwhile the Japanese civilian inhabitants of Hongkew and 
Yangtzepoo, who mostly evacuated to Japan, have largely returned, 
while many others have come, seeking their fortune in the wake of 
their conquering armies. 

On November 21st, 1937, after threatening statements by General 
Matsui, then Japanese Commander-in-Chief, demands were made 
upon the Municipal Council of the Settlement for the suppression of 
all anti-Japanese activities, the expulsion of Chinese Government 
officials from the Settlement, the termination of the Chinese censor- 
ship of mails, cables and the press, and of unauthorized wireless mes- 
sages. Faced with the threat of Japanese military action if these 
requirements were not adequately met, the Council promised com- 
pliance as far as lay in its power, and was aided by the voluntary 
departure of most Chinese Government officials from the Settlement. 
The Japanese took over the Chinese Telegraph Office on Novem- 
ber 28th, 1937, and the Wireless Administration on January 5th, 
1938, while on January 6th, Japanese censors were installed in the 
offices of the three foreign cable companies.? A British protest 
against any censorship of commercial cables resulted in a confirma- 
tion of the former procedure of submitting consular certification of 
their genuinely commercial character. On January 28th the British 
and United States Consular authorities protested against the stop- 

1 Several cases of assaults on foreigners by Japanese soldiers also occurred during 
1937-8, as well as of looting of foreign properties by them, especially in the Hungjao 
area. Some improvement in these matters occurred after the recall of General Matsui 


in February 1938, and the appointment of General Hata as his successor. 
* See p. 26 above. 
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page by the censors of messages describing outrages committed by 
the Japanese forces in Nanking. The Japanese censors on August 
24th stopped incoming messages from Hongkong describing the 
Japanese attack on a Chinese passenger aeroplane, and the British 
Ambassador in China on the 26th protested to Mr. Tani, chief 
civilian representative of Japan in China. On March 8th, despite 
foreign representations, the Japanese instituted a censorship of 
Chinese mails at the Shanghai Post Office, although they promised 
to exempt foreign correspondence. 

Although no formal war has ever been declared between Japan 
and China, the Japanese naval and military authorities have claimed 
that they were entitled to take over the rights enjoyed by the Chinese 
Government in the Settlement, and in most cases have done so. The 
action taken with regard to the most outstanding of these, the 
Chinese Maritime Customs Administration, is described in a later 
chapter.1 In November 1937, the Japanese naval and military authori- 
ties seized the dredgers and other equipment of the Whangpoo Con- 
servancy Board, which, although a Chinese Government organ, 
operates under an international agreement of April 9th, 1912, has an 
international personnel, and is financed by special taxes levied on the 
trade of the port of Shanghai. Consequently no proper dredging or 
conservancy work has been possible since August 1937, and, while 
the main channel has apparently not suffered any marked deteriora- 
tion, considerable accretion has occurred at the wharves, and the 
Board’s equipment is suffering from neglect and disrepair. British 
diplomatic representations were made in Tokyo to secure the release 
of the Board’s property, but it was announced in Parliament that ‘the 
Japanese requirements are that the conservancy work shall be carried 
on under Japanese naval and military control and that the more 
important members of the personnel shall be nominated by the 
Japanese authorities’.2 These demands the other interested Treaty 
Powers, whose trade and shipping at Shanghai furnished the bulk of 
the Board’s finances, could scarcely be expected to accept. 

In the portion of the Settlement which remains to its actual 
authority the Municipal Council has grappled manfully with the for- 
midable problem of preserving law and order. Some idea of the 
magnitude of its task may be discerned from the fact that the normal 
Chinese population of the Settlement south of the Soochow Creek 
was estimated to have been doubled in consequence of the hostilities, 


1 See pp. 99-101 below. 
* Hansard (House of Commons), Vol. 337, June 2oth, 1938, p. 719. 
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and that this great influx included a considerable proportion of desti- 
tute refugees and of bad characters. The beginning of the Sino- 
Japanese conflict in July 1937 resulted in the formation of numerous 
Chinese societies in Shanghai devoted to anti-Japanese activities and 
propaganda, and while these were mostly either dissolved or moved 
to the interior after the fall of Shanghai, subterranean terrorist 
organizations remained. The Council imposed curfew regulations on 
August 15th, 1937, and two days later forbade anyone to ‘deliver any 
speech, or print, publish or distribute any document, picture, flag, 
banner or any other device in the streets or in any public place or do 
any other act calculated to cause public alarm or breach of the peace’. 
On October 21st it further required all societies and ‘all newspapers, 
magazines, periodicals and pamphlets published, printed or distri- 
buted in the International Settlement’ to register with the Council. 
A good many Chinese newspapers voluntarily suspended publication 
and others were suppressed for breaches of the Municipal Council’s 
decree. Most of the Chinese Government organizations in Shanghai 
were wound up on instructions from Nanking and Chinese Govern- 
ment officials in the Settlement, some of whom had taken refuge 
there following the Japanese occupation of the Chinese Municipality, 
left for Hongkong to free the Municipal Council from embarrass- 
ment due to Japanese intimations that they should be handed over 
or expelled.* 

On December 3rd, 1937, the Japanese insisted upon carrying out 
a ‘victory march’ through the Settlement from Jessfield to Garden 
Bridge, despite protests by the Commanders of the defence forces at 
Shanghai, and by the British and American Ambassadors at Tokyo. 
A bomb was thrown at the marchers and several Japanese soldiers 
and civilian bystanders were injured. Although the author of this 
outrage was shot by a Chinese member of the Municipal Police, the 
Japanese troops threw a cordon around a portion of the Settlement 
in the American defence sector until persuaded to withdraw. The 
Japanese also claimed to have secured an agreement allowing their 
troops free passage in the International Settlement, but the Municipal 
Council declared that no such agreement had been signed. It stated 
that: 

A document was drawn up by Japanese officers setting out the points 

made by the Japanese Commander-in-Chief’s representative in a con- 


1 Shanghai Municipal Council Report for the Year 1937, p. 96. 

"In reply to a Japanese demand on November 2tst, 1937, for the expulsion of all 
Chinese Central and local Government officials, the Council pointed out that it had no 
power to deport persons guiltless of offences within the Settlement. 
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versation which he had with the Commissioner of Police before the 
withdrawal of Japanese troops from Nanking Road. The Commissioner 
of Police emphasized that he had no authority to enter into any agree- 
ment, and in order to make it clear that the document in question did 
not purport to be an agreement he endorsed it to the effect that he had 
read and understood the document and would bring its contents to 
the notice of the Council. The Commissioner of Police also emphasized 
that he could make no agreement with regard to the passage of Japanese 
troops through the International Settlement.1 


A further incident occurred on December 6th, through the arrest 
by Japanese Consular Police of four Chinese in the Settlement south 
of the Creek. The Municipal Council protested to the Consular Body 
against this infringement of its administrative rights. The Chinese 
were quickly released and the Japanese Consul-General made a 
formal apology on the following day. 

As a result of bomb-throwing and other activities of Chinese ter- 
rorists the Municipal Council on January 1st, 1938, issued a procla- 
mation which stated, inter alia, that persons who committed offences 
against armed forces in the Settlement would be liable to be handed 
over to the forces concerned.? The Chinese Government, on January 
5th, sent a memorandum to the American, British and French 
Governments, protesting against this proclamation on the ground 
that it exceeded the legal administrative rights of the Council, and 
refusing to recognize it in the case of persons who had a right to be 
tried in the Chinese Courts. In view of the continuance of terrorism 
the Council, on July 19th, issued another proclamation, which re- 
peated the terms of the first one, and added that any person found in 
the Settlement in possession of arms or explosives without a permit 
from the Settlement authorities, or who was engaged in or connected 
with terrorist activities, would be liable to be expelled from the 
Settlement. 

If the Municipal Council, harassed by numerous protests and 


1 North China Herald, December 8th, 1937. 

* The text of this proclamation was as follows: ‘Whereas a period of grave emergency 
continues to exist; whereas, also, armed outrages continue ta occur on a grave scale 
in the International Settlement; whereas, accordingly, it appears necessary to the 
Shanghai Municipal Council to accord to the Municipal Police certain emergency 
powers, IT IS HEREBY PROCLAIMED: (1) That any person committing an offence against 
armed forces in the International Settlement will be liable to be handed over to the 
armed forces concerned; (2) That any person committing armed crime in the Inter- 
national Settlement will be refused the sanctuary of the Settlement and will be liable 
to explusion therefrom: (3) That the Municipal Police are authorized to search all 
premises, public or private, for unauthorized arms; (4) That a reward not exceeding 
$5,000 will be paid to any person giving information that leads to the apprehension 
of terrorists; (5) That a substantial reward will be paid to any person giving information 
that leads to the seizure of unauthorized arms.’ North China Daily News, January 2nd, 
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threats of independent action by the Japanese military and Consular 
authorities in Shanghai, has thus utilized its executive powers to an 
extent, which, while justified by the emergency situation, has pro- 
voked Chinese Government protests and queries as to the legality of 
the Council’s actions,! the Chinese Government are themselves open 
to criticism in so far as the assassination of numerous Chinese who 
had taken office in the local Japanese ‘puppet’ administrations or 
were suspected of an intention to do so was carried out under in- 
structions from Hankow. Such activities, unless rigorously sup- 
pressed, might lead to a Japanese seizure of the whole International 
Settlement, to the detriment not only of foreign interests, but of the 
Chinese cause. But during 1938 it was revealed that the Japanese 
themselves, who had been loud in their criticisms of the ‘inefficiency’ 
of the Council’s measures to suppress terrorism and violence, were 
equally guilty of provoking trouble. Owing to fears that August 
13th, the anniversary of hostilities at Shanghai, would be marked by 
an outburst of anti-Japanese activities, the Settlement was virtually 
put under Martial Law with full mobilization of the Defence Forces, 
Volunteer Corps and Police, side streets were closed off by barbed- 
wire barricades and a careful search for arms was instituted. But the 
chief disturbances were caused by armed Japanese belonging to the 
‘Special Service Section’ of the Japanese army who came into the 
British and American Defence Sectors, in some cases using cars with 
Shanghai Defence Force licence plates, and began to force the 
Chinese to pull down Kuomintang flags, until arrested by members 
of the neutral defence forces. At the same time a Japanese aeroplane 
flew over the Settlement and dropped leaflets attacking the Chinese 
National Government and also the Western Powers in China. The 
Council, on August 16th, protested to the Japanese authorities 
against these activities, while representations were also made by the 
Commanders of the British and American Defence Forces, and the 
Japanese were constrained to apologize. 

Furthermore, the result of police inquiries and arrests was to reveal 
that a good many of the assassinations and outrages which had taken 
place in the Settlement had been carried out by the Huang Tao Hui, or 
Yellow Way Society, an organization which had its headquarters in 
the New Asia Hotel, which was also the rendezvous of many mem- 
bers of the Japanese-supported Ta Tao Municipal Government. 


1 Under the terms of its proclamation the Council did hand over a Chinese accused 
of terrorist actions to the Fenanese and this was the signal for fresh protests on the 
part of the Chinese and also of some foreigners. 
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Despite the efforts of the Municipal and Concession authorities, 
political crimes have continued, and a marked recrudescence in 
terrorism during February 1939 led to renewed Japanese demands 
upon the Municipal Council. It was stated in Parliament that the 
British Government were continuing to watch the situation closely 
and were prepared ‘to afford to the Council such advice and support 
as may from time to time be possible’. The British and American 
Governments had already drawn the attention of the Japanese 
Government to the fact that they were interested in the discussions 
proceeding between the Council and the Japanese authorities at 
Shanghai.? 


1The Earl of Plymouth, March 1st, 1939. Hansard (House of Lords), Vol. 111. 
On May 3rd, 1939, the Japanese Vice-Minister for Foreign Affairs communicated to 
the British and American Ambassadors separately the Japanese Government’s desires 
regarding the International Settlement. These included a revision of the Land Regu- 
lations to accord to the Japanese a larger representation on the Council; co-operation 
between the Municipal Council and the [Japanese-sponsored] Chinese City administra- 
tion, particularly with regard to the Chinese courts of law in the Settlement; and a 
stricter control of anti-Japanese activities. 

The reply of the American Government, delivered on May 17th, was that revision 
of the Land Regulations and the question of the Chinese courts in the Settlement should 
await the development of more stable conditions. It referred to the energy and efficiency 
of the Municipal administration in dealing with disorder in the part of the Settlement 
~ remaining under its control and expressed confidence that the Municipal authorities 
would continue to make adjustments to meet reasonable Japanese requests. 

The British Government replied on May 19th, in generally similar terms. 
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CHAPTER X 


THI COMMERCIAL AND INDUSTRIAL POSITION 
OF SHANGHAI 


A. SHANGHAI AS THE LEADING PORT AND INDUSTRIAL 
CENTRE IN CHINA 


JL the prosperity of Shanghai is inextricably bound up with 

that of China as a whole it is also true that what happens at 
Shanyhai has a profound effect upon the industrial and foreign trade 
structure which has developed in China as a consequence ot inter- 
course with the West. The following tables may serve to give some 
indication of the preponderant position of Shanghai in Chinese 
forcipn trade, customs revenue and shipping. 


TABLE I 

(1) DIRKCT FOREIGN TRADI. OF SHANGHAI: VALUE AND PERCENTAGE 
oF } 
(In Standard dollars) 

Year Shanghai All Ports Pe 
1935 ' + 1,0§1,978,048 1,971,270,887 53°57 
1934 . - 872,787,914 1,574,712,259 55°42 
1935 +» + + 796,668,560 1,500,993,180 53°08 
1936» + + 917,456,595 1,65 1,314,133 55°56 
1937s ’ + 915,483,131 1,79 5,003,719 51-00 

TABLE II 


(ii) CHINESE CUSTOMS REVENUE COLLECTED AT SHANGHAI: AMOUNT 
AND PURCENTAGE OF THE TOTAL ? 


(In Standard dollars) 

r Shanghai 
Year Total Revenue Shanghai Revenue P cceaiage 
1938 + + + + 3394$24,490 176,197,170 s1-go 
1934 + + + «$34,645,408 175,363,474 $240 
1935 + . . + $1§,$19,712 149,127,439 47°26 
1936. . ; + $24,633,291 148,869,136 45°86 
1937. . : » 342,899,739 142,106,790 41°44 


1Compiled from China. The Maritime Customs, The Trade of Chit -7, cited 
ri ie Customs clnnual Reports, a a Et 
bid. 
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TABLE III 


(iii) SHIPPING: TOTAL TONNAGE OF SHIPS ENTERED AND CLEARED AT 
SHANGHAI WITH PERCENTAGE OF TOTAL FOR ALL CHINA 


Forei Per- Domestic Per- Per- 
Year Trade. centage Trade centage Total centage 


1933 . | 17,881,928 | 43°61 | 17,340,415 | 17°99 | 35,222,343 | 25°64 
1934 . | 16,854,481 | 37°52 | 18,644,193 | 19°51 | 35,498,674 | 25°27 
1935 . | 16,836,487 | 35-00 | 17,190,016 | 17°93 | 34,026,803 | 23-63 
1936 . | 16,207,205 | 35°83 | 15,603,054 | 15°64 | 31,810,259 | 21°94 
1937 « | 11,319,386 | 31°94 | 10,991,057 | 20°13 | 22,310,443 | 24°78 


(iv) INDUSTRY 


Since 1933 there has occurred a growing decentralization of indus- 
tries in China, characterized by the development not only of local 
handicrafts, but of modern industrial enterprises in the interior of the 
country. This feature arose as a consequence of the increased security 
which the country was enjoying prior to the outbreak of Sino- 
Japanese hostilities, the growth of transport and communications, 
the policy of the Chinese Government, which aimed at promoting 
industries in the interior, and the advantages of proximity to markets 
and sources of supply.? In the cotton textile industry, for example, 
the increase in quantity and improvement in the quality of Chinese 
raw cotton resulted in a decrease in imports of cotton from abroad 
and an increased use of the home-grown product. This development 
was stimulated by a higher tariff on foreign cotton, and the Shanghai 
mills were placed at a disadvantage as compared with those in the 
interior owing to the higher costs of transporting the raw material 
to Shanghai and of exporting the finished product to inland markets. 
Thus between 1934 and 1936 Chinese imports of raw cotton fell in 
value from Standard $90,247,000 to St. $36,182,000, while the pro- 
duction of Chinese cotton rose from some 16 million piculs in 1933 
to about 20 million piculs in 1936.8 These changes had not, in 1937, 
progressed sufficiently to alter the position of Shanghai as the lead- 


1 Ibid. 

2 Great Britain: pease of Overseas Trade, Report on Trade and Exonomic 
Conditions in China, 1933-J, p. 

3 Annual Reports of the Bank 5 China 1935, 1936. 


73 


ing industrial centre in China, with 65 cotton mills out of a total of 
141 for all China. In 1934 the capitalization of Shanghai factories 
amounted to some 4o per cent of the total of all modern industries in 
China, the number of labourers employed was 43 per cent of the 
total for all China and the value of output 50 per cent of that of the 
whole country.! 

In 1934-5 the Shanghai Municipal Council undertook a survey of 
factories and workshops in the International Settlement, the number 
and classification of which, as of November 30th, 1935, were as 
appear in the following table: 


TABLE IV 
FACTORIES AND WORKSHOPS IN THE INTERNATIONAL 
SETTLEMENT 
Gator Factories Workers 

Woodworking. . : : ‘ . 98 2,010 
Furniture Manufacture . . F : . 23 gi2 
Metal Industry . ‘ : . 167 2,602 
Machinery and Metal Products . : . 1,108 19,051 
Vehicles (Water, Land, Air) . : . : 20 1,292 
Bricks, Earthenware, Glass. . : . 45 1,637 
Water, Gas, Electricity . . ; : 5 362 
Chemicals and Allied Products ‘ : . 19 45225 
Textiles, Cotton, Silk, Wool, aoe ‘ . = -§67 755242 
Clothing Industries . é . . 226 13,765 
Leather, Skin and Rubber. lt . . 36 1,039 
Food, Drink, Tobacco . : 155 25,886 
Paper, Bookbinding, Printing, Photography - 663 17,730 
Scientific and Musical Instruments, Precious 

Metals and Stones. ‘ . ‘ 22 640 
Other Manufacturing Industries : ‘ , 95 4311 

Total . ‘ ; ets ke : . 39421 170,704 # 


In 1935 the Bureau of Social Affairs of the Municipality of Greater 
Shanghai issued the following statistics of the number of factories 
and workers within its administrative area: 


1D. K. Lieu, The Growth and Industrialization of Shanghai, pp. 13-14. 
§ Shanghai Municipal Council Report for the Year 1935, p. 38. 
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TABLE V 


FACTORIES AND WORKSHOPS IN THE CHINESE MUNICIPALITY 


Textiles , . ; : $ 690 $0,472 
Machinery and Metal Ware. : , - -720 16,708 
Timber 3 : : , : 25 4,101 
Foundry and Ironworks. : ; ; - 69 . 3,224 
Chemical” . ‘ i : , 121, 7.426 
Furniture-making . . . . 5 ; 46 _ 

Vehicles . : : : P 46 73.448 
Brick, Tile, Cement, Glass : 61 35370 
Architectural, Engineering and Building Materials 31 * 1,796 
Power-generating . 8 5,267 
Wearing Apparel . . . . : 344 16,826 
Rubber : ‘ ‘ ; ‘ 78 11,845 
Foodstuffs and Beverages ; . : ; 84 325379 
Scientific aie and ie : ‘ ; 72 1,779 
Others . fi . ; 181 17,023 

Total . . < , é : . 2,676 245,664 2 


(v) FINANCE 


The rise of Shanghai to pre-eminence as a centre of foreign trade 
was accompanied by the establishment of branches there of numer- 
ous foreign banks. The first was the Oriental Banking Corporation 
in 1848, followed by the Mercantile Bank of India, London and 
China in 1854; the Chartered Bank of India, Australia and China in 
1857; and the Hongkong and Shanghai Banking Corporation in 
1865. The Deutsche-Asiatische Bank opened in Shanghai in 1889; 
the Yokohama Specie Bank established a branch in 1892; the Banque 
de l’Indo-Chine in 1899, and the National City Bank of New York 
in 1902.2 There were, as of December 1937, six British, three Ameri- 
can, nine Japanese, three French, two Dutch, and four other foreign 
banks with head offices or branches in Shanghai.8 

Until recent years the absence of a modern Chinese banking 
system left to these foreign banks the foreign exchange business and 
the financing of foreign trade with China. They thus became an 
essential link in the treaty port system which provided the means of 
contact between the foreign merchant and the Chinese trade in the 

1 British Chamber of Commerce Journal, A 5, p. 165. 


ugust 19 
7 cee Banks of Shanghai,’ in The Chinese mic Journal, Vol. XVI, 1935. 
3 China Year Book, 1938. 
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interior. They also issued their own bank-notes and were active in 
the making of loans to the Chinese Government and the securing of 
railway, mining and other concessions, a feature which was most 
marked during the period 1894-1920. A further source of business, 
particularly with respect to the Hongkong and Shanghai Banking 
Corporation, was the handling of the Chinese Government Customs 
and Salt Revenues. 

The growth of a modern Chinese banking system, particularly 
since 1928, has to some degree reduced the influence of the foreign 
banks, since the Chinese institutions have taken an increasing share 
not only in Government finance, but also in the extension of credit 
to industrial, agricultural and commercial enterprises. Their note 
issue underwent a rapid increase, whereas that of foreign banks in 
China, which was never very large (excluding Hongkong from con- 
sideration), ceased altogether after the monetary reform of Novem- 
ber 1935. By this decree the notes issued by the three Government 
banks—the Central Bank of China, the Bank of China and the Bank 
of Communications—were made full legal tender and were planned 
gradually to replace the notes of all other issuing banks, while all 
holders of silver were to exchange these for the legal tender notes. 
The foreign banks, except the Japanese, co-operated in this reform 
by handing over their silver stocks,! and the favourable effects of the 
monetary reform were reflected in a revival of business and com- 
merce which had become marked by August 1937. 

While a growing share of banking business has passed into Chinese 
hands in recent years, this has not diminished the importance of 
Shanghai as a financial centre. At the end of 1937 sixty-five Chinese 
modern banking establishments had their headquarters in Shanghai, 
in addition to numerous branch offices and small ‘native’ banks. 

In November 1935 the silver stocks held by foreign banks in 
Shanghai were valued at about Standard $40 millions; which had 
been reduced to about St. $8 millions in October 1936. The note 
issue of the three Chinese Government Banks increased by St. 
$441 millions between December 1935 and December 1936. 


1 The Banker, Vol. XLI, Match 1937. 

As the result of an agreement between the Japanese Economic Mission, which visited 
China in March 1937, and the authorities of the Central Bank of China, the Japanese 
banks at Shanghai followed the foreign example in transferring their silver stocks. 
The Oriental Economist, May 1937. 
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B. THE FOREIGN STAKE IN SHANGHAI 


(i) FOREIGN INVESTMENTS IN CHINA 


The most authoritative estimate of foreign investments in China 
is that made by Dr. Remer in 1933. His figures for the total foreign 
investment in China are: 


TABLE VI 
FOREIGN INVESTMENTS IN CHINA, 1931 
(In millions of U.S. dollars) 1 


Business Per- Govern- Per- Per- 
County | Tove | ceige | options cenee | TO | cena 
Great Britain 963°4 38-0 225°8 318 | 1,189:2 | 36°7 
Japan . «| 9128 36:0 224°1 31°5 | 31,1369 | 35°1 
Russia.) . | 273:2 10°8 — — 273°2 8-4 
United States I55°1 G1 4'7 5°9 196°8 61 
France . . 95°0 3°8 97°4 13°7 192°4 5°9 
Germany . 75°0 3°0 12:0 I°7 87:0 27 
Belgium. . 410 1°6 48-0 6:8 89:0 27 
Netherlands . 100 0"4 18°7 26 28-7 09 
Italy . . 4°4 or2 42:0 5°9 46°4 1°4 
Scandinavian 2:0 orl 09 orl 2°9 orl 
. countries 
Total . . | 2,531°9 | 100°0 7106 | 100:0 | 3,242°5 | 100°0 


There are two points to notice in regard to these figures. Dr. 
Remer interprets the term ‘foreign investment’ as including ‘all 
sources within China from which an income is received, or is 
normally to be expected by persons who are not Chinese’,* whether 
resident in China or abroad. His scope is consequently much wider 
and the total correspondingly larger than in the case of a more recent 
estimate, that of Sir Robert Kindersley in regard to British foreign 
investments. Sir Robert Kindersley examined the following cate- 
gories: (i) the bonds and stocks of colonial and foreign govern- 
ments and municipalities, interest payments on which are made in 
London; (ii) securities of all British companies, classified in the 
Stock Exchange Intelligence, operating abroad and registered in the 
United Kingdom; (iii) securities of foreign and colonial companies 

1C. F. Remer, Foreign Investments in China, 1933. 3 Ibid., p. 62. 
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registered and operating abroad in which dealings are permitted on 
the stock exchanges of the United Kingdom.! He excluded British 
companies operating abroad with assets widely spread in various 
forms throughout the world, and also substantial unquoted and 
private investments in China. On this much narrower basis he 
arrived at a total of £41 millions for British investments in China 
at the end of 1936, including £26 millions invested in Chinese 
Government and Municipal obligations. American direct invest- 
ments * in China in 1936 have been estimated at $90,593,000. 

The second point to notice in Dr. Remer’s tables, quoted above, 
is that they include Japanese investments in Manchuria, which 
amounted to U.S. $550 millions in 1931 and have since doubled, and 
Russian investments, which were practically all in Manchuria and 
Mongolia. The figures do not, on the other hand, include British and 
American investments in Manchuria, the combined total of which 
Dr. Remer established at about U.S. $40 millions. If Manchuria be 
excluded, the percentage of the total foreign investment in China is 
as follows: Great Britain (including business investments in Hong- 
kong) 49 per cent; Japan 24 per cent; United States 8 per cent; 
France 8 per cent; Belgium 4 per cent; Germany 4 per cent. 


(ii) FOREIGN INVESTMENTS IN SHANGHAI 


An attempt to estimate investments in Shanghai alone is met with 
the impossibility of separating the Shanghai portion of certain 
categories of investment, notably transportation, banking and 
finance and manufacturing. The systems of accounting of the firms 
themselves do not permit an estimate of a separate figure for Shang- 
hai, since Shanghai business is intimately bound up with that of the 
interior areas and of other ports. Nor can loans for the general 
purposes of the Chinese Government be geographically distributed. 
Dr. Remer gives the following figures of the direct business invest- 
ments of the leading foreign countries in Shanghai: Great Britain 
U.S. $737:4 millions; Japan U.S.$215-0 millions; United States 
U.S. $97-5 millions; France U.S.$38-9 millions. Converted into 
sterling values on the basis of £1 = U.S. $4:86, the following results 
for business investments in Shanghai are obtained: 


1 The Economie Journal, June 1933, pp. 187-8. 

2 Op. cit., December 1937, pp. 657-60. 

® American direct investments are defined as investments in those foreign corpora- 
tions or enterprises which are controlled by a person or persons domiciled in the 
United States or in the management of which such person or group has an important 
voice. U.S. Bureau of Foreign and Domestic Commerce, Economic Series—No, 1, Washington, 
1938. 
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TABLE VII 


FOREIGN INVESTMENTS IN SHANGHAI, 1931 


f in 
re 
Great Britain . £152 millions 76-6 per cent 
Japan : - 44 55 24°6 per cent 
US.A. » 20 yy 65-5 per cent 
France. . 8 40°0 per cent 


Dr. Remer, however, considered that the figure for British business 
investment in Shanghai, which is approximately that arrived at by 
the British Chamber of Commerce in Shanghai, was too large and 
preferred a total of £130 millions.1 The larger portion of this invest- 
ment lies in the Hongkew and Yangtzepoo areas of the International 
Settlement. 


(iii) COMMERCE AND SHIPPING 


(a) The Foreign Trade of China. The following table shows the value 
of the trade of the principal Powers with China as a whole: 


1 Remer, op. cit., pp. 393-5. 
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TABLE VIII 


VALUE OF CHINESE TRADE AND ORDER OF IMPORTANCE OF THE 
PRINCIPAL POWERS, 1935-7 1 


(Thousands of Standard dollars) 


Imports | Exports Total 


from to 

1935 
British ‘Empire ees + + + | 221,127 | 186,686 | 407,813 
United States and Dependencies + + + | 179,777 | 142,042 | 321,819 
Japanese Empire . . . . . . . | 156,069 | 110,125 266,194 
Germany. . + + + + « | 103,184] 28,926 | 132,110 
France and Dependencies + + + + + | 735739] 49,793 | 122,932 

1936 
British Empire . . + + + | 204,201 | 225,251 | 429,452 
United States and Dependencies » + + | 189,095 | 193,589 | 382,684 
Japanese Empire. . © . . . . «| 170,727 | 134,553 | 305,280 
Germany. . + + 4 4 + | 150,051 | 39,173 | 189,224 
France and Dependencies - + + + + | 36,296] 56,516] 92,812 

1937 

Jan.—July | Aug.—Dec.) Jan.—July | Aug.-Dec.} Total 

British Empire. . 148,095 | 52,004 | 165,934 | 132,272 | 498,305 


United States and De- | 141,658 | 50,930 187,133 | 52,632 | 432,353 
pendencies 

Japanese Empire . . | 150,318 | 15,190 | 91,084 | 18,381 274,973 

Germany . 111,074 | 35,175 | 51,075 | 20,772 | 218,726 

France and Dependen- 26,998 | 18,059 | 33,312 | 24,921 103,290 
cies 


1 Figures from China Maritime Customs Annual Reports for 1933, 1934, 1935, 1936. 

No#e.—The figures for the British Empire are inclusive of Hongkong, the trade of 
which is largely an entrepdt one. See p. 82 below. The following table shows Hong- 
kong trade with China separately. 


TABLE IX 

TRADE OF HONGKONG, 1935-7 

(In thousands of Standard dollars) 
Year pe from Hongkong Exports to Hongkong 
1935. : . - 16,186 95,502 
1936. . . . 16554 105,979 

; tea juy Avg De Jan.July Aug.—Dec. 

1937: + 10,905 9557 76,973 85,441 
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The British Empire thus took first place in both the import and 
export trades, with the United States and dependencies second; the 
Japanese Empire third, Germany fourth, and France and her 
dependencies fifth. These five Powers together accounted for over 
80 per cent of the total foreign trade of China, which amounted to 
St. $1 647 millions in 1936. The percentage shares of the leading 
foreign countries in the trade of China were as follows: 


TABLE X 
PERCENTAGE SHARES OF PRINCIPAL POWERS IN CHINESE TRADE, 
1935-7 
Percentage of Imports into China 
_ , Country 1935 1936 1937 
Great Britain . : ; See #43 - 10°67 11°72 = 11*70 
India A ‘ ; ‘ . . . 3°86 2°63 217 
' Australia . ‘ ‘ : . . + 4103 1°70 1°71 
Canada. 2°22 2:10 1°79 
Straits Settlements and Federated Malay States 1-11 14-108 
Hongkong F ;: ‘ : . 1:83 1°76 1°83 
United States. : . . . - 19:00 19:66 19:80 
Japan - : : : ‘ . - 15°16 1629 15-76 
Germany . ; ‘ . : ‘ . 1122 15°94 = 15°34 
Percentage of Exports from China 
Country 1935 1936 1937 
Great Britain. ; . . - 859 919 9°59 
India A . : : : . - 3°53 2°65 1°94 
Australia . : . : ‘ . 0°43 086 8 8©=—.064 
Canada. O73 O75 0°85 
Straits Settlements and Federated Malay States 2°23 2°22 0 -.2"29 
Hongkong i : P - - 16°41 15702 = 19°38 
. United States. : : : : . 23°69 26-40 27°61 
Japan : - : P . - 14°25 14°45 10°06 
Germany . ‘ F ‘ $ 7 - 5702 5°55 8-65 


In 1936, the last year of peace, the sterling values of the trade with 
China of the four principal countries were: 


TABLE XI 
STERLING VALUES OF CHINESE TRADE, 1936 
(In £ millions) 
Imports from Exports to Total 
United States . F : . £106 £118 {22-4 
Japan . . . ‘ - £89 Ly £140 
Germany é . é . £86 £2°4 £110 
Great Britain . : : . £6°47 £3°6 £10°07 


These figures are based upon the China Maritime Customs returns 
and converted into sterling on the basis of the rates of exchange 
prevailing in 1936. While the Maritime Customs figures afford the 
only available basis of comparison of the shares of the principal 
foreign countries in the trade of China, they did not, even before the 
outbreak of the Sino-Japanese conflict, give an accurate picture of 
the foreign trade situation. The widespread smuggling into China of 
Japanese goods, which the Customs authorities estimated to have 
caused an evasion of customs duties to the value of St. $50 millions 
in North China alone during 1936,! must be remembered in con- 
sidering the Japanese share of the import trade. Secondly, whereas 
in the case of imports into China the Chinese Customs authorities 
are empowered to ascertain the country of origin, in the case of 
exports from China they are only empowered to ascertain the port 
of shipment, and are unable to record the ultimate destination. Con- 
sequently exports from China to Hongkong, which reached £6-11 
millions in 1936 and {9:5 millions in 1937, are actually almost wholly 
destined for oversea countries. In the case of Great Britain, the 
Board of Trade figures for trade with China include exports to Great 
Britain consigned via Hongkong. Thus the Board of Trade figures 
for 1936-7 are as follows: * 


TABLE XII 
BRITISH BOARD OF TRADE FIGURES, 1936-7 
£ £ 
British exports . ‘ - 5,780,445 5,911,789 
British imports . : - 7,618,426 8,248,983 
Total. . F - 13,398,871 14,160,772 


(b) The Foreign Trade of Shanghai. The value and percentage shares 
of the four principal countries in the foreign trade of Shanghai in 
1936 were: ® 


1 China Maritime Customs Annual Report, 1936. __ " 

2 Accounts relating to Trade and Navization of the United Kingdom, January 1939, p. 192. 
The variance from the Customs figures in the case of exports to China is due to dif- 
ferences in conversion and the inclusion of varying estimates for transport costs. — 

3 Figures converted from Maritime Customs Returns at rate of 32} pence sterling 
to the Customs Gold Unit. 
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TABLE XIII 


TRADE OF PRINCIPAL POWERS WITH SHANGHAI, 1936 


Imports from Exports to 
Per- Per- Total Per- 
Country Value centage Value centage| Value centage 
: £ £ 

United States . | 8,100,000 | 24:31 || 7,200,000 | 33:00 || 15,300,000] 28 
Japan 4,500,000 | 13°25 || 2,600,000 | 11°94 || 7,100,000] 12°5 
Germany 6,300,000 | 19°34 || 1,300,000] 6:10 || 7,600,000] 13 
Great Britain . | 4,100,000] 12°25 || 2,200,000] 10°34 || 6,300,000] 11 


Thus, in 1936, approximately 7o per cent of American and German 
trade with China, 60 per cent of British, and 50 per cent of Japanese 
trade was through Shanghai. 

The following table shows the leading imports into and exports 
from Shanghai in the case of the four chief foreign nations in 1936: 1 


1 Figures from China Maritime Customs Annual Report, 1936, converted into sterling 
at rate of Customs Gold Unit = 324 pence sterling, Standard dollar = 14 pence sterling. 
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TABLE XIV 
TRADE OF PRINCIPAL POWERS WITH SHANGHAI IN COMMODITIES, 


1936 
Imports into Shanghai from: 
United States Japan 

Miscellaneous _ metal Metals and ores . 

manufactures . 950,000 | Machinery . . : 
Tobacco . - .  . 825,000 | Woollen manufactures - 
Oils . - . «780,000 | Cotton pee Boe 
Metals and ores j 680,000 | Chemicals . . 
Raw cotton . 550,000 | Sea products. 
Vehicles, etc. 500,000 | Books, gate Paper ‘and 
Dyes and paints . 410,000 wood pulp. . 
Books, maps, paper and 

wood pulp. . 380,000 
Timber 375,000 
Machinery 320,000 

Germany £ Great Britain 

Metals and ores . . 1,000,000 | Woollen manufactures . 


Dyes and Paints . 950,000 | Metals and ores . 
Paper and wood Pulp 675,000 | Machinery . . 
Chemicals 620,000 | Books, maps, paper ‘and 
Machinery 610,000 wood pulp. . . 
Miscellaneous metal Chemicals 

manufactures . 605,000 
Vehicles and vessels. 300,000 

Exports from Shanghai to: 
United States £ Japan 

Oils . . + + + 3,200,000 | Cereals : ‘ 
Textile fibres. - + 930,000 | Textile fibres. 
Hides and leather . . 735,000 | Seeds. . £ an 
Animals and animal Animals and animal 

products : 630,000 products ra 
Yarn, knitted goods 465,000 | Ores and metals . 
Seeds . 380,000 

Germany £L Great Britain 

Animals and animal Animals and animal 

products - 470,000 products < 
Oils... . «230,000 | Textile fibres. 
Ores and metals . 180,000 | Oils 
Textile fibres. 140,000 | Tea 


Hides and leather 
Ores and metals . 
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£ 
590,000 
5 20,000 
480,000 
370,000 
320,000 
275,000 


250,000 


850,000 
5 30,000 
440,000 


370,000 
250,000 


£ 
590,000 
570,000 
300,000 


275,000 
160,000 


a 


In regard to exports from Shanghai the large American figure 
under ‘oils’ is mainly wood oil, which in normal times is brought to 
Shanghai from the centres of production in Szechuan, Hunan, etc. 
The leading British figure is largely made up of eggs and egg pro- 
ducts, for which China is the chief supplier of the British market. 
Wood oil, metals and minerals, and eggs are the three chief Chinese 
exports, comprising 10:4 per cent, 8-04 per cent and 5-92 per cent 
of the total of exports from China in 1936. 

(¢) Shipping. ‘The following tables of the percentages of yearly 
entrances and clearances illustrate the position of the leading mari- 
time Powers in the Chinese foreign and domestic shipping traffic. 


TABLE XV 
PERCENTAGES OF PRINCIPAL POWERS IN CHINESE SHIPPING, 
1932-6 
Flag 1932 1933 1935 1936 
British : : . 42°21 43°12 38°54 35°72 
Japanese. : - 20°95 16:24 19°12 20°82 
Chinese . : - 9°74 Il°l2 15°85 16°22 
American . : . 7°80 8°55 7°72 6:90 
Norwegian . ; . 4°60 5°02 3°82 4°35 
Netherlands F . 402 4°13 2°82 3°13 
French : . . 266 2°19 2:60 2°73 
German. . . 254 3°10 3°89 4°34 
PERCENTAGES OF DOMESTIC SHIPPING 
Flag 1932 1933 1935 1936 
British . ‘ - 44°71 42°06 43°36 41°28 
Chinese. : . 32°52 33°92 35°81 36-91 
Japanese . : . 11°49 14°02 13°27 15°53 
Norwegian . ‘ - 4°52 3°83 2°84 2°59 
American . : . 210 1°91 Irl2 0°65 
Netherlands P - 1936 102 1°13 I'l4 
French F ‘ - 0°34 0°32 0°33 0°36 
German. : - 1939 I'2 0:90 0:66 


From these figures may be observed the British preponderance in 
the Chinese shipping traffic, which was even more marked in the 
domestic than in the foreign trade, and which was not threatened by 
any other foreign nation, despite the decline in its relative import- 
ance, especially in foreign trade. The outstanding factor is the in- 
creasing extent to which the Chinese themselves were engaging in 


1 From China Year Book, 1933-8 respectively. 
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overseas and domestic shipping, and it seems evident that, but for the 
outbreak of hostilities with Japan, they would soon have equalled 
the British in the domestic shipping traffic. The tonnage of entrances 
and clearances at Shanghai of the principal maritime Powers was as 
follows: 


TABLE XVI 
TONNAGE OF PRINCIPAL POWERS IN SHANGHAI SHIPPING, 
1932-6 
(Figures in millions of tons ») 

_Flag 1932 1933 1934 1935 1936 
British . . . 12:9 13°0 12°4 12°5 11-2 
Chinese ‘ - 63 6-7 7:6 6°3 5°4 
Japanese - 5 5°9 5°8 5°8 63 
American. 32 3°5 3°2 27 
Norwegian 21 2:0 1°6 15 


Of these totals for 1936 the tonnage employed in the domestic trade 
was: British, 6 millions; Chinese, 5-4 millions; Japanese, 2-3 millions; 
Norwegian, o-9 millions. 


1From China Maritime Customs Annual Reports, 1932-6. No figures are given for 
American and Norwegian shipping in 1934. 
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CHAPTER XI 


THE ECONOMIC EFFECTS OF THE SINO-JAPANESE 
CONFLICT 


A. INDUSTRIAL AND RESIDENTIAL PROPERTY 


ARIOUS estimates, none of which amounts to more than a 

rough approximation, have been made of the total property 
loss through direct damage. The Assistant Commercial Attaché of 
the United States at Shanghai estimated direct industrial losses at 
Standard $350 millions and other property destruction at St. $200 
millions, making a total of St. $550 millions, or some £30 millions. 
The Attaché’s figures included St. $50 millions loss in goods des- 
troyed or looted from warehouses in the Hongkew and Yangtzepoo 
districts, a further St.$50 millions in losses of household effects, 
general merchandise stocks and stores, fixtures in partially destroyed 
properties, and St. $13 millions in account of the removal by the 
Japanese forces of machinery and other property from the occupied 
areas. 

Estimates of damage made by Chinese authorities are much 
greater, and range from St. $800 millions to St. $4,450 millions. 
The Bureau of Social Affairs of the Shanghai City Government 
stated that the number of factories destroyed by shelling, bombing or 
fire was 5,255, and that the percentage of destruction was 100 per 
cent in Chapei; 70 per cent in Yangtzepoo and Hongkew, and over 
30 per cent in Nantao.! 

The Industrial Section of the Shanghai Municipal Council made 
an investigation into conditions in the northern and eastern areas 
of the International Settlement in December 1937. Prior to August 
1937 these districts contained 60 per cent of the large-scale industry 
and 70 per cent of the medium and small-scale enterprises in the 
Settlement, employing 135,000 workers. 

A total of 905 undertakings, mostly of small size, and employing a 

total of 30,868 workers, were found to have been totally destroyed by 

fire. In addition, it was calculated that the premises of possibly some 

1,000 Chinese factories and workshops, including both large and small 

plants, had been damaged more or less seriously. It was not possible 

to state the condition of the contents, but it was known that in some 
1 Far Eastern Survey, July 27th, 1938. 
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of the larger mills machinery had been rendered useless and would 
require replacement before the mills could work. Evidence of disturb- 
ance and looting of factories was commonly noted. It was, therefore, 
assumed that none of these 1,000 plants would re-open at an early date. 


The brunt of the losses fell upon Chinese-owned concerns. Of the 
thirty-one Chinese cotton mills at Shanghai, with a capitalization of 
some £3 millions and employing nearly 40,000 workpeople, seven, 
located inside the British and American defence sectors, continued 
to operate throughout the hostilities, although one of them sustained 
damage. The others all suspended operations and were all damaged. 
The Dyeing and Weaving Association reported that one hundred 
and ninety-seven machine dyeing, printing and weaving con- 
cerns had been completely destroyed, with a loss estimated at 
St. $9,830,000. Fifteen out of fifty Chinese knitting factories and 
some thirty silk filatures were destroyed or badly damaged. One 
hundred and eighteen silk-weaving factories were destroyed in the 
Settlement and it was estimated that three hundred out of the four 
hundred in the whole area were ruined, though many of these 
managed to remove some equipment to the Western district. Only 
six out of thirty-five rubber factories were left in operation and the 
loss in this industry was estimated at St. $5 millions. The forty-five 
large and small Chinese tobacco factories, with a capital of some 
St. $12 millions, also suffered heavily, including eight large con- 
cerns destroyed with a loss of over St. $5 millions. Thirteen Chinese 
timber mills in Nantao and eight in Chapei were damaged or des- 
troyed, although many of the Nantao ones managed to move their 
stocks elsewhere before hostilities reached that district. Many soap 
works, tanneries, chemical and paper factories, as well as two 
hundred printing establishments, were destroyed. ‘The Commercial 
Press, which in the Sino-Japanese hostilities of 1932 suffered 
outstanding losses, in 1937 sustained damage to the extent of 
St.$1 million. In the machine and metal manufacturing industry 
four hundred and ten works were reported destroyed in the Settle- 
ment alone, with hundreds more in Chapei and Nantao. Chinese 
shipping companies had four hundred and seventy-five steamers, 
totalling 570,000 tons, seized by the Japanese or sunk by the Chinese 
to form boom defences. ? 

The losses of foreign concerns were not comparable to the havoc 
described above, but were nevertheless considerable. Of the five 

1 Shanghai Municipal Council Report for the Year 1937, pp. 22-3. 
8 Far Eastern Survey, July 27th, 1938. 
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British cotton mills at Shanghai, with a capital of about £2 millions 
and employing some fifteen thousand operatives, the Ewo Cotton 
Mill was bombed and the damage claim amounted to St. $45,077.! 
The China Printing and Finishing Company, with the largest and 
most up-to-date mills in Shanghai, had its cotton mill at Pootung 
Point considerably damaged by shellfire.2 The heaviest single loss 
fell on the Marconi Maritime Wireless Telegraph Company, which . 
had its factory burned out. The British-owned Ice and Cold Storage 
Company and two British lumber companies also suffered heavy 
losses from fire. In addition to the Ewo Cotton Mill, two other 
interests controlled by Messrs. Jardine, Matheson & Company were 
damaged—the Shanghai and Hongkew Wharf Company, which 
reported a war damage claim of St. $159,499 and stated that ‘a sum 
of £71,362 not provided for in the accounts, will have to be ex- 
pended to reinstate properties damaged by hostilities? “—and the 
China Import and Export Lumber Company, who had two of their 
yards damaged. Among other important British firms, the British- 
American Tobacco Company reported extensive damage to their 
Pootung Point factory, their Thorburn Road (Yangtzepoo) factory 
escaping with minor damage. The Yangtzepoo Depot and the 
Upper Wharf of the Asiatic Petroleum Company were damaged. 
Of the properties belonging to Shanghai Dockyards, Ltd., the 
Pootung Point dock was badly damaged and the Tungkadoo Yards 
burned, although the International and Yangtzepoo Docks escaped 
intact. Other firms, including Imperial Chemical Industries (China), 
Ltd., and Messrs. Hope Crittall, Ltd., reported some damage from 
shellfire.® 

In August 1938, Sir Robert Calder-Marshall, Chairman of the 
British Chamber of Commerce at Shanghai, estimated the material 
damage to British property at Shanghai at approximately £500,000. 
He added: ‘Consequential losses have been far heavier than this 
initial material damage, and may be conservatively estimated at any- 
thing from ten to fifteen times the above amount, i.e., £5,000,000 
to £6,500,000.” ? 

Among American firms the heaviest sufferers were the Henning- 
sen Produce Company, whose works were badly damaged by fire 
and whose Poplar Grove Dairy was almost totally destroyed.* The 

1 Finance and Commerce, May 4th, 1938. 2 Op. cit., November, 24th, 1937. 

3 Op. cit., January sth, 1938. “Op. cit., March 30th, 1938. 

5 Op. cit., ” November 24th, 1937. 


* Op. cit., November 24th; December 15th, 29th, 6937: January sth, 1938. 
7 Op. cit., August 24th, 1938. Op. cit., January 18th, 1938, 
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American-owned Shanghai Building Company had its large Hong- 
kew mill partially destroyed. 

Japanese business interests at Shanghai suffered heavily. Of 
the thirty Japanese cotton mills, with a capital of approximately 
£8,000,000, two were totally destroyed and several others consider- 
ably damaged, the total direct loss to the Japanese cotton manu- 
facturing industry being estimated at some 15,000,000 yen [£875,000]. 
The Nisshin Kisen Kaisha had six of its vessels sunk at Shanghai, 
and two at Nanking, as well as damage to its warehouses and 
wharves, the total direct loss being put at another 15,000,000 yen. 
The total losses suffered by Japanese factories and warehouses was 
estimated at about 60,000,000 yen [£3,500,000]. This was exclusive 
of the heavy damage to Japanese shops, dwellings and other 
property, while the indirect losses were thought to be several 
hundred millions of yen.1 

The Public Utility Companies emerged from the struggle in better 
circumstances than might have been anticipated. The Shanghai 
Power Company reported that actual damage to its property 
amounted to St. $826,000, while its operating revenue declined by 
St. $3,054,853, or slightly under 12 per cent in 1937 as compared 
with the previous year.? The Shanghai Telephone Company had 
about 2 per cent of its total plant destroyed and its losses from war 
damage were estimated at U.S. $250,000. The Waterworks Com- 
pany stated that although its Yangtzepoo works were situated in 
the centre of the bombed area, practically no injury was caused to its 
staff or plant, while damage to watermains was promptly made good. 
The evacuation of the northern and eastern districts caused a 
decrease in consumption amounting to 13-5 per cent for Shanghai in 
1937 as compared with 1936, while there was also a good deal of 
wastage.? The Tramways Company (Shanghai Electric Construction 
Company) reported a decline of 33 per cent in its profits for 1937 
compared with those for 1936. Its services were about 40 per cent 
of normal in December 1937 and had risen to 60 per cent by March 
1938, but further improvement was handicapped by the closure to 
public transport of the Hongkew and Yangtzepoo districts.‘ The 
Shanghai Gas Company lost appliances and equipment to the 
estimated value of St. $50,000; it was compelled to close its Yangtze- 
poo works from August 16th to September 8th, 1937, and, upon 


1 The Oriental Economist, November 1937. 

2 Finance and Commerce, et, April 6th, 1938. 

3 Shanghai Municipal Conner ] Report for the Year 1937, p. 43. 
4 Finance and Commerce, March 30th, 1938. 
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re-opening, its sales were only 40 per cent of those for the corre- 
sponding period in 1936. 


: B. COMMERCE 
(i) IN 1937 
During the first seven months of 1937 the monthly average value 
of the foreign trade of China was St. $185-9 millions, which was 
considerably in excess of any monthly trade average since 1931. 
Total trade rose by 57-8 per cent in July 1937 as compared with July 
1936. The percentage shares of the principal foreign countries in 
imports into China during January-July 1936 and January-July 1937 
wete: 
TABLE XVII 
PERCENTAGE OF IMPORTS INTO CHINA, JANUARY TO JULY, 
1936 AND 1937 


_ Country January-July, 1936 January-July, 1937 
United States . . 18°38 18-96 
Japan . ; F ‘ 14°85 18°57 

~ Germany . : : 17°18 15°20 
Great Britain . . 11°84 11°34 


These figures reveal the extent to which the Japanese were the 
gainers from the improved trading conditions in China consequent 
upon the growth of internal peace and unity and the monetary 
reform of November 1935. During January, May and June of 1937, 
Japan was the leading importer into China. She ran neck and neck 
with the United States over the seven months’ period and was far 
ahead of Germany and of Great Britain. 

Upon this bright prospect for foreign trade in China the war fell 
with blighting effect. Total trade, which was St. $1,301-8 millions 
during January-July 1937, amounted to no more than St. $489:8 
millions during August-December 1937. Whereas during the first 
seven months of 1937 total trade rose by over 40 per cent compared 
with the corresponding period in 1936, during the last five months it 
fell by some 32 per cent compared with the same period for the pre- 
vious year. During the four months August-November 1937, as 
compared with April-July 1937, Japanese trade with China declined 
by 81 per cent, German by 61 per cent, American by 58 per cent, 
and British by 49 per cent. Thus during the opening months of the 
war Japan was the chief sufferer and Great Britain the least affected.1 

The foreign trade of Shanghai increased by 42-7 per cent, repre- 
sented by an expansion of 39 per cent in imports and 48-5 per cent 

1 Finance and Commerce, September 1st, 22nd, 1937. 
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in exports, during the first seven months of 1937 as compared 
with the similar period during 1936. The monthly average for the 
first seven months of 1937 was St. $106 millions and the total value 
of the foreign trade during these seven months almost equalled the 
total value of the trade for the whole of 1935. But the outbreak of 
hostilities had an immediately paralysing effect upon the trade of the 
port. ‘All normal business ceased, vessels in the harbour, discharg- 
ing or loading cargo, hurriedly took their departure and those ea 
route to Shanghai were diverted to other ports, with the result that 
considerable quantities of goods were discharged at ports of refuge 
from Singapore to Dairen.’ 1 The decision of insurance companies 
not to cover war risk on goods until they were loaded in ocean- 
going vessels created a difficult situation for exporters who were 
unable to secure war risk cover from warehouse to warehouse. 
The closing of the Hongkew and Yangtzepoo areas deprived 
traders of the main wharf accommodation in the Settlement. 
Shanghai was cut off from the interior, partly by the hostilities 
raging in and around it and partly by the Kiangyin boom across the 
Yangtze. A certain amount of goods from the interior continued 
for a time to reach Shanghai by way of the Grand Canal, which 
crosses the Yangtze at Chinkiang and is connected with the Whang- 
poo some thirty miles north of Hangchow and with the Soochow 
Creek at Soochow. Thus some wood oil and other commodities 
came down the Yangtze to Chinkiang and thence to Shanghai by 
the above-mentioned routes, which are navigable by junks and 
barges. But towards the end of 1937 the Chinese put down a new 
boom above Chinkiang and another at Matung below Kiukiang, 
which stopped traffic from Hankow to the Grand Canal.2 The 
following table shows the consequences to trade of this situation: 


TABLE XVIII 
MONTHLY VALUE OF FOREIGN TRADE AT SHANGHAI, 1937 
we Standard dollar millions) 


Match et be Sh 102'7 { August 1937. . .'. §19 
April ,, - . « « 1088 | September ,, . . «© . 3573 
May 9 ee ee «05% | October ey eee ws cee 228 
June ,, . . . « . 1083 | November ,, . . . . 284 
July 30 CU ee « 30°§ | December ,, . « «3253 

Total. 2. . 1. 1] 5554 Total . . . . . ) . 1707 


1 Sir R. Calder-Marshall’s report: North China Daily News, April 8th, 1938. 
2 Finance and Commerce, September 15th, December 15th, 1937. 


92 


Thus five months of warfare reduced the volume of trade compared 
with the previous five months by St.$384-:7 millions or 62:2 per 
cent. Whereas during August-December 1937, as compared with the 
same period in 1936, the foreign trade of the rest of China fell by 
only 2-2 per cent, that of Shanghai declined by 56-7 per cent. The 
brunt of the trade losses caused by the war thus descended upon 
Shanghai. 


(ii) THE POSITION IN 1938 


(a) The Foreign Trade of China as a Whole. Material changes took 
place in Chinese foreign trade in 1938 as compared with the previous 
yeat. In endeavouring to draw conclusions from the available 
figures, several factors need consideration. First, the Customs 
returns are incomplete, owing to the impossibility of collecting 
statistics in certain ports, particularly on the Yangtze, closed to all 
traffic except Japanese on grounds of military necessity. Secondly, a 
good deal of imports from Japan came in as allegedly military sup- 
plies and so escaped duty or record by the Customs. In the third 
place Chinese Government imports of munitions were omitted from 
the ‘sundries’ item after March 1938. Lastly, the depreciation of the 
Standard Chinese dollar from 15. 2d. to 8d. makes the return in 
dollars deceptive as a basis of comparison with previous years. The 
Customs figures of that trade have therefore been converted into 
sterling at the ptevailing rates with the following results: 


TABLE XIX 
STERLING VALUE OF CHINA’S FOREIGN TRADE, 1937-8 
(In £, millions) 
1937 1938 ptr 
Imports into China . . 56:8 49°7 — TI 
Exports from China - 498 31°5 — 183 
106°6 81-2 — 25°4 


This implies a decrease of 25 per cent in total foreign trade in 1938, 
as compared with 1937.1 

In considering the shares of the principal foreign countries in this 
trade, the outstanding factor is the rapid rise in Japanese trade 
during the second half of 1938. This was particularly marked in the 


1 Op. cit., February 1st, 1939. 
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import trade. Japanese imports into China were St. $62-6 millions 
during January-June 1938, but from July-December 1938 they were 
St. $147°2 millions, so that for the whole year Japan did 23-49 per 
cent of the total import trade as compared with America’s share of 
16:93 per cent. The following table shows the sterling values of the 
trade of the four chief countries during 1937 and 1938: 


TABLE XX 
STERLING VALUE OF TRADE OF PRINCIPAL POWERS WITH CHINA, 
1937-8 
(In millions of £, sterling) 

1937 
Country Imports into Exports from Total 
United States ‘ F . 1125 13°75 25°00 
Japan. : : , - B95 5*00 13°95 
Germany . ; ‘ . 872 4°30 13°02 
Great Britain ‘ : . 6°65 4°77 11°42 

1938 
United States : ; . 8-40 3°49 11°89 
Japan : . : . 12:10 4°93 17°03 
Germany . F . . 6-28 2°32 8-60 
Great Britain . ; - 3°93 2°30 6°23 


Exports to Hongkong amounted to £95 millions in 1937 and 
£97 millions in 1938 and should be apportioned principally to the 
United States, Germany and Great Britain, as very little went from 
China to Japan via Hongkong in that year. The Board of Trade 
totals for British trade with China in 1938 are: imports into China, 
£4:0 millions; exports from China, £6-4 millions; total (in round 
figures) {10-4 millions. With regard to the import trade, in which 
the Hongkong figures are included, American trade fell by 25-35 per 
cent in 1938 as compared with 1937; German by 28 per cent, and 
British by nearly 41 per cent; whereas Japanese increased by 35:44 
per cent.? 

(b) The Foreign Trade of Shanghai. During 1938 Shanghai continued 
to suffer far more severely than the rest of China from the effects of 
the war. The devastation of much of the country in the immediate 
interior, the dislocation of communications, the closing of the 
Yangtze by Chinese boom defences and, after the Japanese Yangtze 


1 Accounts Relating to Trade and Navigation of the United Kingdom, January 1939, p. 192. 
® Finance and Commerce, February 8th, 1939. 
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operations, by the Japanese naval and military authorities on the plea 
of military necessity, the continued Japanese occupation of Hong- 
kew and Yangtzepoo and restrictions on trade and business there 
and the diversion of trade by the Chinese to channels free from 
Japanese control, were the chief factors in this unhappy state of 
affairs. Shanghai’s total foreign trade during 1937 and 1938, the 
Maritime Customs’ figures being converted into sterling on the basis 
of the prevailing rates of exchange, shows the following results: 


TABLE XXI 
STERLING VALUE OF SHANGHAI TRADE, 1937-8 
(In £ millions) 
1937 
Imports into Shanghai Exports from Shanghai Total 
30°3 24° 54°4 
1938 
15*3 8-8 24°1 ° 


This meant a decrease in 1938 of 49 per cent in imports, 63 per 
cent in exports and 55 per cent in total trade.1 While the trade of the 
rest of China increased by £4-9 millions in 1938 as compared with the 
ptevious year, that of Shanghai fell by £30-3 millions. The extent to 
which trade was diverted from Shanghai as a consequence of the 
hostilities is shown by the following table of the percentages of the 
total trade of China done by Shanghai, Tientsin, Canton and 
Kowloon.? 


TABLE XXII 


PERCENTAGES OF TOTAL TRADE OF CHINA FOR FOUR PORTS, 1937-8 


Imports Exports 
Port 
1937 1938 1937 1938 
Shanghai. . . . . 53°42 30°77 48°25 29°20 
Tientsin . 2. 2. 1. 8-79 26°17 15°36 23°05 
Canton . .... . 4°72 6°37 7°61 13°97 
Kowloon. . ... . 8°65 16°10 1°98 4°01 


1 Op. eit., January 25th, 1939. 
2 China Maritime Customs Monthly Returns, December 1938. 
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It will be observed that, despite all the adverse factors enumerated 
above, Shanghai retained its position as the premier port of China. 
The occupation of Canton by Japanese forces in October 1938 
brought to an end the diversion of trade from Shanghai to that port. 

The value and percentage shares of the principal foreign countries 
in the trade of Shanghai during 1937 and 1938 were as follows: 


TABLE XXIII 


VALUE AND PERCENTAGE SHARE OF PRINCIPAL POWERS IN 
SHANGHAI TRADE, 1937-8 


(Figures in millions of £ sterling) 


Per- Per- Decrease 
1937 | centage 1958 | centage 1938} 
Great Britain : 
Imports from . . | 4:03 13°2 1°66 10°8 — 2°36 
Exportsto. . .| 2:83 Il7 1:09 12°9 — 1'74 
Total . . . . | 6:86 12°4 2°75 11°8 — 4:10 
Japan: 
Imports from . .| 4:48 14°7 2°24 13°5 — 2:23 
Exportsto. . . 1'90 79 0°49 65 — 1°41 
Total . . . «| 638 I1°3 2°74 10:0 — 3°64 
United States : 
Imports from . . | 6°93 22°7 3°42 22:2 — 3°51 
Exportsto. . .| 8-61 35°8 1°39 16°9 — 7°22 
Total . . . . | 15°54 29°2 4°81 195 || — 10°73 
Germany : 
Imports from . . | 4°95 16:2 1°98 12°6 — 2:97 
Exportsto. . . 2°17 9°0 o°9l 10°3 — 125 
Total . . . .| 712 12°5 2:89 114 — 4°22 


1 Converted from China Maritime Customs figures at the rates prevailing. 
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C. SHIPPING 
TABLE XXIV 


CHINA OVERSEAS SHIPPING BY FLAGS, 1937-8 


I. ALL PORTS 


Vessels entered from and Cleared for Abroad. Total Tonnage 1 


Flag 
British | 
Japanese 
Norwegian 
Chinese . 
Chinese junks 
German . 
Netherlands 
French 
Portuguese 
Italian 
Danish 
American . 
Swedish 
Panamanian 
Greek 
Russian 
Others 


Total 


1937 1938 
12,907,105 12,350,327 
6,797,299 6,484,620 
1,890,924 1,883,774 
2,949,524 791,960 
2,841,965 1,451,363 
1,55 72192 1,448,611 
1,158,585 1,013,095 
1,046,306 1,005,939 
1,070,760 953,564 
495,630 725,851 
630,668 628,088 
1,656,453 328,920 
190,501 103,878 
83,340 66,186 
39,309 55,670 

572599 a 
468 187,992 
355573,619 29,429,838 

TABLE XXV 


CHINA OVERSEAS SHIPPING BY PORTS, 1937-8 


Total Tonnage of Entrances and Clearances from Abroad 


Port 
Shanghai . 
Tientsin 
Canton 
Swatow 
Chinwangtao 
Tsingtao . 
Amoy 
Kowloon . 


1937 1938 


11,319,386 10,176,097 
2,032,706 3,403,427 
4,528,750 2,966,766 
2,972,894 2,224,308 
1,446,556 2,099,412 
2,606,692 804,609 
1,832,383 1,097,789 
1,418,047 $65,924 


1 Finance and Commerce, February 1st, 1939. 
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TABLE XXVI 


II. SHANGHAI SHIPPING BY FLAGS, 1937-8 
Vessels Entered from and Cleared for Abroad» 


_ Flag 1937 (tons) 
British ‘ : * * 355435933 
Japanese . ; : - 2,685,560 
American . . 3 + 1,318,012 
German . . ; ; 835,435 
French. . . : 937,451 
Italian . . . . 467,1 38 
Norwegian . . . 511,974 
Netherlands. : ‘ 396,235 
Chinese . : : 5 85,125 

TABLE XXVII 


1938 (tons) 
43704,63 § 
1,541,239 
100,874 
931,192 
962,093 
640,948 
481,479 
358,343 
747 


CHINA COASTAL AND RIVER SHIPPING, 1937-8 
Vessels Entered from and Cleared for Chinese Ports 


1938 (tons) 
2,992,910 
516,274 
529,491 
396,852 
59,549 
423,908 
242,816 
206,555 
21,486 
73472 
189,430 
S715 
§,401 


4,185,417 


Fla 1937 (tons, 
British ‘ 7 . : : 428 7 
Japanese . : ; - 1,473,890 
Norwegian . . : 700,936 
German . : ‘ ; 137,338 
French. ‘ : ; 37,466 
Italian : : ; 196,254 
Netherlands ; ‘ . 316,247 
Danish. ; : . 170,973 
American . - : ‘ 96,699 
Greek . . F : 26,078 
Portuguese : , : 645 
Panamanian . : : 3,622 
Chinese . : ; +  35479,026 

Total Tonnage Entered a and Cleared for Inland Places 
1937 
1938 
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325352053 


The outstanding fact to be observed from the foregoing figures 
is the virtual disappearance of the Chinese mercantile marine. The 
increase in the tonnage of the smaller nations is doubtless due to 
transference of registry from Chinese to foreign flags. Japan has 
suffered severely, although if, as is alleged, her vessels engaged in 
military and naval transportation are also carrying commercial goods, 


1 Shanghai Maritime Customs Monthly Returns of Foreign Trade, December 1937 and 
December 1938. 


her true position is not discernible from the Customs figures. The 
heavy decline in American shipping is presumed to be due to the 
financial difficulties of the Dollar Line as well as to the war. The rise 
in German and Italian tonnage is reported to be due to a feeling that 
there is greater security under those flags than under the British or 
other neutral flags, because Japanese interference with their ‘Axis’ 
partners is less likely. The British predominance, however, remains 
unshaken. 


D. MARITIME CUSTOMS REVENUE 

Despite the continuance of smuggling, especially in North China, 
and the outbreak of hostilities, the total collection of Maritime Cus- 
toms Revenue in 1937 reached the figure of St. $342,900,000, which 
was surpassed only by the total for 1931 ($385 millions). The total 
collection during 1938 fell to St. $254,570,000, the bulk of this de- 
crease being attributable to Shanghai, where the total collection for 
1938 amounted to St. $84,910,000, a decrease of St. $57,190,000 on 
the figure for the previous year. 

In November 1937 statements made by the Japanese military and 
naval authorities appeared to indicate that the Chinese Maritime 
Customs at Shanghai would be included in a number of Government 
organs the control of which would be taken over by the Japanese 
authorities. It seemed probable that the object of the Japanese was to 
prevent the Chinese Government from obtaining possession of the 
surplus Customs revenue and that the foreign interests in the revenue 
and the administration would not be ignored. In view, however, of 
a statement by General Matsui that foreign obligations secured in the 
Customs would not be respected, and other statements of a similar 
character, it was deemed advisable in London to leave the Japanese 
Government in no doubt that His Majesty’s Government claimed to 
be consulted in any arrangements that might be made about the 
Chinese Customs at Shanghai, and representations to this effect were 
made in Tokyo. Similar representations were made by the Govern- 
ments of the United States and of France. As a result of the conver- 
sations between the British Ambassador in Tokyo and the Japanese 
Vice-Minister for Foreign Affairs, the following communiqué was 
issued on May 3rd, 1938, in London and Tokyo: 

Unofficial conversations have been taking place since February last 
between the British Ambassador, Sir Robert Craigie, and the Vice- 
Minister for Foreign Affairs, Mr. Kensuke Horinouchi, regarding the 
servicing of the foreign obligations secured on the Chinese Maritime 
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Customs and other relevant matters. As a result of this exchange of 
views the Japanese Government have notified His Majesty’s Govern- 
ment in the United Kingdom of temporary measures which they pro- 
pose to take during the period of hostilities to regulate these matters 
and they have received in reply assurances that the British Government 
will, for their part, offer no objection to the application of these 
measures for the period mentioned. It is further understood that the 
Governments of the United States and France do not propose to raise 
any objection to the temporary application of these arrangements. 

According to these arrangements, which will be subject to recon- 
sideration in the event of a radical change occurring in the economic 
conditions, all revenues collected by the Customs at each port within 
the areas under Japanese occupation are to be deposited with the 
Yokohama Specie Bank. From revenues thus deposited foreign loan 
quotas will be remitted to the Inspector-General of Customs in order 
to meet in full the servicing of the foreign loans and indemnities 
secured on the Customs revenue. The servicing of such foreign loans 
and indemnities will be treated as a first charge on the Customs adminis- 
tration and certain Customs payments and grants. Foreign loan quotas 
for each port will be determined monthly in proportion to the share 
of that port in the total gross collections for all ports during the 
preceding month. 

Arrangements will also be made for payment to the Japanese Govern- 
ment of arrears on the Japanese portion of the Boxer indemnity held 
at the Hongkong and Shanghai Bank since last September, for meeting 
future payments in respect of the Japanese portion of the Boxer 
Indemnity and the Japanese share of the Reorganization Loan of 1913, 
for the repayment of the overdraft incurred by the Inspector-General 
of Customs since January in relation to the Shanghai share of the 
foreign loans service which has been accumulating in the Hongkong 
and Shanghai Bank at Shanghai, and for the transfer to the Yokohama 
Specie Bank of the balance of Customs accounts with the Hongkong 
and Shanghai Bank in each port under Japanese occupation and its 
utilization for the future servicing of foreign obligations.1 


It was officially stated in London that, having regard to the mili- 
tary situation in the Far East, these arrangements appeared to offer 
the best guarantee available for safeguarding the interests of the 
holders of China’s foreign obligations secured on the Customs 
revenues and thereby to assist in maintaining the credit of China. On 
May 6th, however, a Note from the Chinese Government was re- 
ceived by the British Foreign Office. According to a Reuter telegram 
from Hankow this Note declared that China was in no way bound 
by the agreements concluded between Great Britain and Japan and 
it reserved for China her full rights and freedom of action in matters 
pertaining to the Chinese Customs.? 

1 The Times, May 3rd, 1938. 2 Op. cit., May 7th, 1938. 
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The Chinese Government objected to the arrangements because 
they provided for ‘the transfer of Customs revenues from a neutral 
to an enemy bank and, therefore, may facilitate the use by Japan 
_ against China of revenues which, although collected at Shanghai and 
other centres of distribution in occupied areas, represent taxes paid 
by the Chinese public outside as well as inside those areas’. 

The report of the Inspector-General of Customs gave the follow- 
ing details with regard to the servicing of Chinese Foreign and 
Internal loans during 1938: 


TABLE XXVIII 
MARITIME CUSTOMS FOREIGN AND INTERNAL LOANS SERVICE, 1938 


Foreign Loans Service 


The service (1) of the Anglo-German Loan of 1898, (2) of the Boxer 
Indemnity obligations, and (3) of the 1913 Reorganization Loan has been 
provided for in full during the year at a total cost of $77,958,675-98, as 
compared with $76,911,283-76 expended on the same account during 
1937. Of this amount of $77,958,675-98, the sum of $77,269,407°68 was 
provided for from the Customs Revenue and the sum of $589,268-30 
advanced by the Chinese Government. 

The service of the Consolidation Note of the American Wheat and 
Flour Loan of 1931 and American Cotton and Wheat Loan of 1935 
was met in full from the collection of Flood Relief Surtax, at a total cost 
of $10,122,775°73, of which $6,676,431-49 was provided from balances 
in hand on January rst, 1938. 


Internal Loans Service 


A total sum of $129,121,248-50 has been handed over to the National 
Loans Sinking Fund Administrative Commission for service of Internal 
Loans secured on the Customs Revenue. Funds for this purpose were 
advanced to the Customs by the Chinese Government. Obligations under 
this heading include (1) the 25th Year Recovery Loan of $1,460,000,000, 
(2) the 25th Year Recovery Loan of $340,000,000 and (3) the 17th Year 
Long-term Currency Loan of $45,000,000: 

It should be noted that, subsequent to the seizure in mid-1932 of the 
Customs establishments in the North-Eastern Provinces, no quota has 
been made available to the Chinese Government from that region 
(including the Customs at Dairen) towards the payments of the various 
Loan and Indemnity obligations secured on the Customs Revenue. Nor 
has any loan quota been received from other regions in Japanese military 
occupation with the exception of the sum of $1,180,171-°65 received 
from the Shanghai Customs in June 1938.2 


1 China Maritime Customs Annual Report, 1938, p. 17. 
* Finance and Commerce, January 4th, 1939, p. 8. 
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On January 14th, 1939, the Japanese Embassy spokesman at 
Shanghai stated that Japan was refusing the service of foreign loans 
secured on the Chinese Maritime Customs until the Chungking 
authorities paid the arrears of the Japanese share of the Boxer In- 
demnity, amounting to about £500,000, and the Chinese carried out 
other conditions contained in the Anglo-Japanese Loan Service 
Agreement of May 3rd, 1938, which they had declined to execute. 
On January 15th, 1939, the official spokesman of the Chinese Minis- 
try of Finance at Chungking stated that his Government had been 
obliged to reject the request of the Inspector-General of Customs for 
a further advance for debt service. ‘They were prepared, however, to 
set aside from day to day sums proportionate to the Customs collec- 
tions in the areas under their control and it was hoped that the pro- 
portion due from the areas under Japanese control would also be 
forthcoming.’ 4 


E. BANKING AND FINANCE 


The outbreak of hostilities at Shanghai caused most of the Chinese 
banks in the International Settlement to transfer operations to the 
French Concession or further afield. The Chinese banks closed on 
August 13th, 1937, and reopened in new temporary quarters on 
the 17th. 

In order to prevent a panic the Chinese Government on August 
15th, 1937, issued a moratorium order. This, together with supple- 
mentary decrees, placed restrictions on the withdrawals of deposits 
in the Chinese banks, and also created ‘what is known as the Wei- 
Wah or blocked currency system, which permitted the constituents 
of the Chinese banks to transfer funds from one blocked account to 
another by means of Wei-Wah cheques or orders. This proved 
effective in preventing any large-scale panic flight from the currency 
though it was subjected to pressure for some time. Gradually the 
demand for foreign currencies declined appreciably and at the end 
of the year the problem was no longer so serious.’ * 

, Until March 1938 the exchange value of the Chinese dollar was 
maintained, but in that month the Japanese-controlled Federal Re- 
serve Bank was instituted in Peking and the Chinese Government, in 
order, as they stated, to prevent the national currency from being 
undermined, instituted a system of exchange rationing. 


1 The Times, January 16th, 1939. 
2 Annual Report of the Hongkong and Shanghai Banking Corporation, 1937. 


102 


This resulted in operators obtaining their exchange requirements 
where they could, and a ‘black market’ started which eventually became 
the normal open market for Shanghai, as distinct from the closely 
rationed official market. As allotments of the official rate become more 
limited the open market rate fell away gradually. Thus the dollar was 
at about 104d. in the middle of May, and the lowest point of 73d. was 
reached early in August. Support was then forthcoming and soon after 
the tide turned and the rate recovered to around 84d. Since then the 
rate has kept reasonably steady and there have been, comparatively 
yao only slight fluctuations, caused by military or political 

levelopments or local rumours. At the end of the year not only had 
flight from the currency ceased, but there had been a fair amount of 
repatriation of funds.1 


On March 8th, 1939, Sir-John Simon announced in the House of 
Commons that the Chinese Government desired to establish a cur- 
rency stabilization fund of £10,000,000 sterling in addition to their 
other reserves, and that they had invited two Chinese Government 
banks to subscribe a half of this sum, and the two chief British banks, 
the Hongkong and Shanghai Banking Corporation and the Chartered 
Bank, to subscribe the other half between them. The British banks 
had agreed, subject to receiving an undertaking from the Treasury to 
reimburse them for any loss that might be incurred when the fund 
was wound up, and the Treasury had agreed to give this guarantee, 
subject to legislative approval being obtained. The arrangement was 
to run for twelve months and to be continued for further periods of 
six months.? 


F. CHANGES AT SHANGHAI IN CONSEQUENCE 
OF THE CONFLICT 

Of these the most noticeable has been the transference of industry 
from the eastern to the western areas of the International Settlement 
and its vicinity. An analysis of the number and distribution of indus- 
tries made by the Industrial Section of the Municipal Council re- 
vealed that, at the end of 1938, there were 371 factories employing 
74,119 workers, as well as 454 small establishments employing a 
further 8,000, operating in the eastern and northern parts of the 
Settlement, which had been the scene of hostilities. In the western; 
central and northern districts, which had escaped actual fighting, 
there were, at the end of 1938, 2,940 factories, with 95,902 workers, 

coe cit., 1938. ; : : . ; 
be Times, March 9th, 1939. A Bill was introduced and passed its third reading on 
March 24th, 1939. Despite this support, the ns value of the Chinese dollar fell to 


around 4d. in the summer of 1939, owing principally to a very heavy adverse balance 
of foreign trade. 
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and in the western external roads area, formerly a predominantly 
residential district, there were a further 940 factories, employing 
$8,650 labourers. There were in all at least 237,000 people employed 
in industrial undertakings within the defence perimeter—or 37,000 
more than were so employed before the outbreak of hostilities. Many 
of the small industrial plants are new ventures started by Chinese 
refugees from war-torn districts, who had saved some capital and 
saw an opportunity for its profitable employment. ‘With an increase 
of 61,000 workers in the northern, central and western areas and a 
decrease of 24,000 in the eastern district, compared with the pre-war 
period, it becomes easy to understand the state of congestion in 
various parts of the city. Assuming that there are four dependents 
upon each worker, not an extravagant number for China, there is an 
increase of nearly a quarter of a million people obtaining their liveli- 
hood in districts which were formerly not regarded primarily as 
industrial, and some of which were almost exclusively residential.’ 1 

An investigation by the Industrial section of the Shanghai Muni- 
cipal Council into the cost of living, wages and housing conditions 
at Shanghai produced the following results: 


TABLE XXIX 
COST OF LIVING INDEX FOR SHANGHAI WORKERS, 1937-8 
(Year 1926 = 100) 


Indices 
Year Food Rent Clothing tr sie General 
July 1937. | rome72 | 112°56 | 112°56 | 149:25 | 128-83 | 109°51 
Dec. 1937. | 154:24 | 112°56 | 117°30 | 29324 | 154:07 | 158°54 
July 1938 =. | 134°34 | 301°56 | 121-80 | 220°79 | 166-09 | 163-72 
Dec. 1938 . | 118-71 | 301°56 | 136°37 | 235°16 | 167°59 | 154°93 
TABLE XXX 


PURCHASING POWER OF THE CHINESE DOLLAR, 1937-8 
Year 1926 = 100 


July 1937... . : : . 91°32 
Dec. 1937. : é , - 63°08 
July 1938. : . . . 61-08 
Dec. 1938. - ‘ : - 64°55 


1 Finance and Commerce, February 8th, 1939. 
104 


TABLE XXXI 


INDICES OF ACTUAL EARNINGS: COST OF LIVING AND REAL WAGES, 


1936-8 
(Year 1930 = 100) 
Year Actual Cost of Real 
Earnings Living Wages 
1936 5 + 93°§0 89°94 103-46 
1937 . : - 79°32 106:27 81°27 


1938 . : - 86°37 137°51 62-81 


TABLE XXXII 


AVERAGE NUMBER OF FAMILIES AND OF PERSONS PER HOUSE IN 
INDUSTRIAL AREAS, 1935-8 } 


Average No. Average No. 


Year of Families of Persons 
1995+ 5 6 6 + + 293 15°47 
1938 (60 houses) . : : . 5°60 31°32 


These figures are eloquent of the extent to which the social prob- 
lems which already existed at Shanghai prior to the outbreak of hos- 
tilities have been intensified, and of the hardships which the majority 
of the population of the International Settlement and French Con- 
cession is undergoing. A further problem is being created by the 
large influx into Shanghai of foreign, chiefly Jewish, refugees from 
Europe, the number of whom has already reached some ten thousand, 
and, it is believed, is likely to reach twenty-five thousand by the end 
of 1939. 

While the prevalent abnormal conditions have brought in their 
train a measure of prosperity to certain trades and industries in the 
Settlement, this can afford little compensation for the general expan- 
sion in industry and commerce during the first half of 1937, which 
was interrupted by the outbreak of hostilities. It would seem that 
foreign trade has hitherto suffered less than might have been antici- 
pated and the first months of the present year (1939) have been 
marked by a reversion to Shanghai of the trade which had previously 
been diverted to Hongkong, but the future remains full of uncer- 
tainties, particularly in view of the possibility of the imposition of 
Japanese currency and trade-control measures in the Yangtze valley. 

1 Shanghai Municipal Council Report for the Year 1938, pp. 42-57. 
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APPENDIX I 


TABLE XXXII 


STRENGTH OF THE SHANGHAI MUNICIPAL POLICE FORCE, 


DECEMBER 31ST, 1937 1 


Foreign | Japanese Sikh Chinese 

Commissioner . 1 — — — 
Deputy Commissioners 3 I — I 
Assistant Commissioners 7 I — I 
Superintendents . . . . . 9 2 — 7 
Chief Inspectors . 7 2 — 3 
Detective Chief Inspectors 4 — — 4 
Inspectors . . . es 33 6 4 5 
Detective Inspectors ar Mace te" 4S 9 I I 9 
Sub-Inspectors . . . . . 64 9 4 33 
Detective wpa sate oe 33 2 — 29 
Sergeants . . oe. eth, E72 44 87 173 
Detective Sergeants b yee Ce gd 53 9 I 144 

Probationary Sergeants . . . 24 — — — 
Constables. . . . .. . — 181 426 2,762 
Detective Constables. . . . — 7 3 205 

Reserve Unit Constables. . . 16 — — — 
Total . . . 1. ee | 435 265 526 3,376 
Civil Staff . 2. 2. . 36 2 35 847 
Grand Total. . . . .| 471 267 561 45223 


1 Shanghai Municipal Council Report for the Year 1937, p. 97. 
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APPENDIX II 
TABLE XXXIV 


MUNICIPAL BUDGET ESTIMATES, 1938: PAY RATES OF THE SHANGHAI 
MUNICIPAL POLICE FORCE } 


Dollars Dollars Dollars 


Foreign: 
Commissioner. . .° «03 32,400 
4 Deputy Commissioners oo 71,650 
5 Assistant Commissioners . . 75,100 
12 Superintendents . . . . | 114,500 
to Chief Inspectors . . . . 72,800 
44 Inspectors . . . . . «| 266,900 
102 Sub-Inspectors . . 545,400 
278 Sergeants and Probationary 980,600 
Sergeants 
16 Reserve Unit Constables . . 19,440 
4 Vehicle Inspectors . . . . 16,840 
Secretary (Female) . . . . 3,200 
Chief Assistant . . .. . 9,420 
2 Assistants . . . .. . 9,000 
10 Clerical Assistants. . . . 52,600 
2 Russian Translators. . . . 8,970 
8 Office Assistants . . . . 25,390 
3 Mechanics . . . .. . 12,190 
5 Motor Drivers . . . . . 10,460 
2 Women Assistants . . . . 4,600 
———] 2,331,460 
Language Bonus . . 100,000 
Long Leave Exchange Compen- 5 3,000 
sation 
Allowances: 
District .  . 10,580 
Shanghai Special District Court 4,030 
Special Duty . . . . 2,860 
Chinese Tuition . . . . 17,000 
Dells 6 5. ae ee 85 1,000 
35470 


————--| 2,519,930 


1 Op. cit., pp. 391-2. 
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TABLE XXXIV (continued) 


Dollars 


Dollars 
Japanese: 
Deputy Commissioner. 16,620 
Assistant Commissioner . 10,800 
3 Superintendents . 26,720 
3 Chief Inspectors . 17,110 | 
7 Inspectors 31,330 
12 Sub-Inspectors . 34,900 
61 Sergeants 144,800 | 
210 Constables 310,000 
Clerical Assistant . 5,470 
Office Assistant 4,130 
601,880 
Language Bonus . 60,000 
Long Leave Exchange Compen- 4,250 
sation 
Allowances: 
Rent. . 28,000 
Special Duty 1,800 | 
Drill... 300 
: 30,100 | 
—----—-- | 696,230 
Sikhs: 
5 Inspectors 11,000 
4 Sub-Inspectors 5,190 
8 Havildar-Majors 5,640 
81 Havildars 43,520 
23 Naiks . . 10,630 
464 Constables 161,500 
Granthi . 450 
Interpreter . 1,520 
34 Cooks 13,400 
Mechanic 220 
253,070 
Language Bonus : 38,500 
Long Leave Exchange Compen- 14,500 
sation 
Allowances : 
Rations 70,000 
Rent . 15,000 
Trafic . . 5,200 
Special Duty 1,200 
i 91,400 
——, 39747° 
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TABLE XXXIV (continued) 


Dollars Dollars Dollars 
Chinese: 
Deputy Commissioner 16,210 
Assistant Commissioner 10,810 
8 Superintendents . 67,860 
7 Chief Inspectors . 32,320 
23 Inspectors 70,430 
63 Sub-Inspectors . 115,700 
4 Sergeant-Majors . 2,300 
350 Sergeants . 196,000 
56 Acting Sergeants 23,620 
3,171 Constables 1,045,000 
4 Senior Assistants 15,850 
12 Clerical Assistants . 37,100 
270 Clerks . ce 289,000 
Teacher 1,040 
22 Interpreters . 25,070 
3 Guarantor Checkers 2,110 
265 Coolies : 77,630 
308 Subordinate Staff . 146,000 
2,174,050 

Language Bonus 4,700 
Allowances: 

Traffic . , 10,000 

Drill and Gatemen : 250 

Rent. . ES Ns 295,000 

Special Duty’ $5300 

310,550 | 
2,489,300 
Total . 6,102,930 
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TIENTSIN 


FOREWORD 


HIS study of Tientsin is submitted by the Royal Institute of 
International Affairs as a contribution to the international re- 
search programme of the Institute of Pacific Relations which includes 
a study of the treaty port system in China. Its purpose is to show the 
origin, extent, and present importance of the various foreign rights 
and interests in Tientsin, their relation to the national interests of _ 
China and the effect upon them of the Sino-Japanese conflict. 


While it thus forms part of the ordinary research programme ¥ 


1 
' 


the Institute of Pacific Relations, the study has a direct bearing upon 
the problems for discussion at the Study Meeting of the Institute 
which is to be held in Victoria, B.C., in December, 1939. 

The study has been written by Mr. F. C. Jones, a member of the 
staff of the Royal Institute, assisted by Mr. E. B. Howell, formerly 
Commissioner of Customs at Tientsin, under the supervision of 
Mr. G. E. Hubbard, Far Eastern Research Secretary at Chatham 
House. 

The Royal Institute of International Affairs is precluded by the 
terms of its Royal Charter from expressing an opinion on any aspect 
of international affairs. The responsibility rests with the author, and 
while those who have contributed their help join in putting forward 
the document as a useful contribution to the study of the subject, 
this does not necessarily imply that they subscribe individually to 
every statement of opinion. 
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PART I: GENERAL 
CHAPTER I 
GEOGRAPHICAL AND HISTORICAL 


IENTSIN, with a population of about one and a half million 

inhabitants, is situated on the Hai River at the northern terminus 
of the Grand Canal, some forty miles from the sea and eighty-five 
miles south-east of Peking. For centuries it has been a place of com- 
mercial and strategical importance and was made into a walled and 
garrisoned city by the Ming Emperor Yung Lo in 1425. Its official 
name of “T’ien Chin Wei’ (the Guard of the Heavenly Ford, i.e., of 
the river crossing leading to Peking) indicated its military significance; 
its commercial reputation in the seventeenth century can be judged 
by the following description of the port which occurs in a contem- 
porary translation of the record of the first Dutch Embassy to Peking 
in 1655. 

The same day (July sth) we arrived at the sea-port of Tiencienway, 
accounted the most famous Sea Town of all China... the country 
round about lyes very low but marshy. The city of Tiencienway itself 
lyes thirty miles from Single, built also with strong walls, twenty five 
foot high, full of watch towers and bulwarks, and the place much set 
forth with temples; very populous and so full of trade, that hardly the 
like commerce is to be found in any other city in all China; for whatever 
vessels are bound for Peking from any other part of China, most touch 
here, which occasions an extraordinary traffic for shipping, which lye 
continually before the city. Here is also the staple of all commodities, 
this being a free port, and no customs paid for any goods exported or 
imported. ; 

In June 1858, the Treaties of Tientsin, which concluded the second 
‘Anglo-Chinese’ War (in which France was also a participant), were 
negotiated and signed in a temple outside the city walls. Although 
Tientsin was occupied by the foreign forces, it was not included 
among the places which were opened to foreign commerce by the 
terms of these Treaties. Hostilities broke out anew in the following 
year owing to the Chinese refusal to allow the foreign envoys to 
proceed via Tientsin and the Peiho to Peking for the purpose of 
exchanging the ratifications of the Treaties. The upshot was the 


10. D. Rasmussen: Tientsin, An Illustrated Outline History, p. 9. 
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occupation of Peking by the Anglo-French armies in 1860 and the 
. signing there of additional Conventions, by which, infer alia, Tientsin 
‘was opened to foreign trade and residence. The relevant treaty 
provisions are the following: 


Article IV of the Convention of Peace and Friendship between Great Britain 

and China, signed on the 2gth October, 1860: 

It is agreed that on the day on which this Convention is signed, 
His Imperial Majesty the Emperor of China shall open the port of 
Tientsin to trade, and that it shall be thereafter competent to British 
subjects to reside and trade there under the same conditions as at any 
other port of China by Treaty open to trade.! 

Article VII of the Additional Convention of Peace and Friendship between 

France and China, signed on the 25th October, 1860: 

La ville et le port de Tien-Tsin, dans la province de Petcheli, seront 
ouverts au commerce étranger, aux mémes conditions que le sont les 
autres villes et ports de l’Empire ot le commerce est déja permis, et 
cela, 4 dater du jour de la signature de la présente Convention, qui 
sera obligatoire pour les deux nations, sans qu’il soit necessaire 
d’échanger les ratifications, et qui aura la méme force et valeur qui si 
elle était insérée mot 4 mot dans le Traité de Tient-Tsin.? 


It will be observed that the French Convention is more precisely 
worded than the British in that it stipulated that both the city and 
the port should be opened, and stated that they were to be opened 
to ‘foreign trade’, which implies that of all Treaty Powers. 

Although foreigners were entitled to reside and trade within the 
Chinese city limits, they showed no desire to do so, and, as was cus- 
tomary in the opening of treaty ports at that period, sites outside the 
city limits were set apart for them. Three small areas on the right 
bank of the Hai Ho some two miles below the city of Tientsin were 

‘leased in perpetuity by the Chinese Government to the Governments 
of Great Britain, France and the United States respectively, it being 
ae to these Powers to make their own arrangements for the sub- 
lease to their nationals of convenient lots as occasion might require. 
, This method in respect to the grant of leases is the hall-mark of a 
' Concession as distinct from a Settlement, such as that which had been 
jestablished sixteen years earlier at Shanghai where foreign lessees 
derived their rights direct from the original Chinese owners. 

In 1888, Mr. Alexander Michie,? who was then the editor of the 

sae Hertslet: Treaties, etc., between Great Britain and China, I, p. 50. 

3 Mr. Mickle was the author of The Englishman in China, a classic record of the 


career of Sir Rutherford Alcock and of the conditions of contemporary foreign life in 
the Chinese Treaty Ports. 
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Chinese Times, the first newspaper in Tientsin, gave a description of 
the land set apart as the foreign Concessions: 


The two officers (Captain Gordon and the French Engineer) [he 
wrote] placed the boundary stones in the dreary grounds which con- 
tained within their areas junk docks, small vegetable gardens, mud 
heaps, hovels of fishermen, sailors and others, whose wretched groups 
of squalid huts were divided from each other by narrow tidal ditches 
which were bordered by meagre and ill-kept footpaths. The sites of 
the two settlements were foul and noxious swamps, around them, on 
the dryer grounds, were the numerous graves of many generations of 
the people.1 

The site of the Concession had not been entirely unoccupied for 
there was a village called Tzu Chu Lin standing on the river-bank 
within the areas but as it consisted only of the usual collection of 
impermanent mud houses, the Chinese authorities may well have had \ 
cause for satisfaction.in having induced the foreigners to agree to 
accept a lease of territory which was of negligible value. 

The Pei Ho ? is—like all other rivers which run through the plain 
of North China—only kept in its course by high mud banks, and 
when the sudden and violent freshets come in summer the water level 
tises high above the surrounding country. Owing to the danger of 
flood the present densely populated foreign Concessions at Tientsin 
have been built upon earth imported from the neighbouring plain, 
ot upon dredgings from the river, and the level is thus some eight 
feet above the original surface. The filling in of the most recently 
acquired British area, the so-called Extra-mural Extension, alone 
required the moving of two hundred million cubic feet of river silt. 

1 Rasmussen, op. cit., 


3 The Pei Ho, Vonsiag "Ho and other smaller tributaries converge at Tieatsia t to 
form the Hai Ho (Sea River). 
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CHAPTER II 
THE BRITISH MUNICIPAL AREA 
A. THE ORIGINAL CONCESSION 


HE ORIGINAL British Concession of 502 mow, or seventy-six 

acres, was leased in perpetuity to the British Government by the 
Chinese Government, which received a small ground rent in token 
of their retention of sovereignty. It is interesting to note that it was 
surveyed and mapped out by the famous General (then Captain) 
Charles Gordon. It was divided into lots, the leases of which were 
sold by the British Government and the proceeds used to provide 
roads and bunding. These lots are held under ninety-nine-year Crown 
leases, the annual rental payment for a lot being the appropriate pro- 
portion, according to area, of the ground rent paid by the British 
Government. 

In 1918, forty-two years before the date when the Crown leases in 
the original Concession were due to expire, the question arose as to 
what should be done when the leases fell in. The holders of the leases 
desired that they should be extended so as to approximate to the 
leases for nine hundred and ninety-nine years which had been 
granted in the case of the areas which had been subsequently added 
to the original Concession. The question, which was not settled at 
the time, is still in abeyance. As a half-measure, however, the British 
Municipal Council in 1918 established a fund, called the Crown 
Lease Reimbursement Fund, consisting of land-holders’ contribu- 
tions, annually set aside, equal to one-half of one per cent of the 
assessed value of all land other than that owned by the Municipality 
itself or belonging to the British Government. The intention is that 
if the British Government should not renew the Crown leases on 
their expiry in 1960, the accumulated fund will be distributed pro rata 
among the then lot-holders as compensation for the loss which they 
would sustain by reason of the failure to secure a renewal of their 
leases. The accumulated fund amounted on December 31st, 1938, to 
Ch. $869,000. 

Provisional Regulations drawn up by the British Consular authori- 
ties were superseded by the Land Regulations of November 1866, 
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which were promulgated by the British Minister in Peking. Regula- 
tion IV provided that: 


All British subjects and all naturalized British subjects may rent | 


land in the British Settlement, but in no case shall a Chinese subject 
be permitted to do so, nor shall the subject of any other foreign State 
be allowed to rent land in the said Settlement unless he shall undertake 
in writing, in his own name and with the officially certified consent 
of his national authority, to obey all such Regulations and Bye-Laws 
as may have been already made or sanctioned or as may hereafter 


from time to time be made or sanctioned by Her Britannic Majesty’s , 


Minister. . .1 


Breach of the Regulations was to be punished by forfeiture of the 
lease. 

There were few, if any, Chinese property-holders in the Conces- 
sion at the time of the issue of these Regulations, and thereafter 
Chinese who wished to acquire property in the area generally found 
it possible to arrange with an accommodating British subject for the 


use of his name as nominal holder. No provision to exclude Chinese - 


nationals from renting land was made in the Regulations which were 
subsequently framed for the government of the two extension areas, 
ot in the Land Regulations which were adopted in 1918 for the whole 
British Municipal Area. 

To return to the 1866 Regulations, these provided for an annual 
general meeting of-the land-renters for the following purposes: to 
raise funds for the administration of the Concession, to elect a 
Council of not more than five, or less than three, land-renters, to levy 
the rates and taxes and to administer the Concession in accordance 
with the Regulations. The Council had the power to frame Bye-laws 
in pursuance of the Regulations and subject to the approval of the 
land-renters and of the British Minister. In certain cases resolutions 
passed at the land-renters’ meetings were subject to the approval of 
the British Consul, from whom, in such case, appeal lay to the 
British Minister. 

B. THE SUBSEQUENT EXTENSIONS 


In March 1897 an area west of the Taku Road, where British sub- 
jects hadalready leased some eight hundred mow of landand had erected 
houses, was, as the result of a British request, placed under the con- 
trol of the British authorities * by proclamation of the Taotai, who 

1 Hertslet, op. cit., II, p. 638. 


3 This meant that the land was handed over to the British local authorities for the 
purposes usually included in ‘Municipal Government.’ Ibid., 2, p. 730. 
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acted with the permission of the Superintendent of Northern Trade. 
This area, of 1,672 mow, ot 253-7 acres, became known as the British 
Municipal Extension. In this area land-renters secured a perpetual 
(999 years) lease from the Chinese Government, except for a few 
small lots—amounting in all to about fifty #ow—which are held in 
‘Feu’ deed (also for 999 years) from the Municipal Council. 

Land Regulations for the British Municipal Extension were pro- 
mulgated in March 1899. Under them all residents paying a minimum 
annual rental of three hundred taels were entitled to vote at the 
annual general meeting and to elect a Municipal Council to adminis- 
ter the area. The Municipal Extension was thus provided with a local 
administration of its own, distinct from that of the original British 
Concession. 

In 1903, a further area, known as the ‘Extra-mural Extension’, 
was similarly placed under the control of the British authorities by 
proclamation of the Chinese authorities, with the same conditions of 
land tenure as in the British Municipal Extension. The Extra-mural 
Extension’ was not endowed with a municipality of its own, so that 
there resulted an anomalous situation, ‘under which the Old Con- 
cession was administered by its own Council, elected by Crown 
lessees only, and enjoyed a monopoly of the Bund revenues, the 
Extension had a separate Council and the Extra-mural Area was left 
without any administration at all’.? 

This state of affairs was viewed with dissatisfaction by a large 
ptoportion of the British residents who in 1917 addressed a petition 
to the British Minister asking him to exercise his powers to bring 
about an amalgamation of the three areas. After reference to his 
Government the British Minister issued instructions to the Consul- 
General in Tientsin ‘to devise and draft, preferably in conference 
with the Councils of the several Municipal areas’, a scheme for such 
amalgamation. As a result, a joint committee of the Concession and 
Extension Councils, with the British Consul-General as Chairman, 
was set up, and drafted new Land Regulations to apply to all three 
areas. These Regulations were promulgated by King’s Regulations 
No. 9 of 1918, and came into force from January 1st, 1919. 


1 The extension was called Extra-mural because it was outside a mud rampart which 
had been thrown up by the Chinese military for defence purposes during the Taiping 
Rebellion and which originally completely encircled the city of Tientsin and the area 
of the original foreign Concessions, Few traces of it now remain. 

3 Rasmussen, op. cit.; p. 244. 


122 


C. THE PRESENT BRITISH MUNICIPAL AREA: 
CONSTITUTION AND ADMINISTRATION 

There thus came into being the British Municipal Area, of some 
940 acres, with a single Municipal Council entrusted with the 
administration of the whole area. Article 13 of the Land Regulations 
of 1919 provided that the Council should consist of not more than 
nine members of whom at least five were to be British subjects. The 
existing Land Regulations date from 1928, when those of 1918 were 
amended. Under Article 13 of the 1928 Regulations the Municipal 
Council consists of not less than five or more than ten members, of 
whom five, including the Chairman, must be British subjects. In 
1927 it was arranged that the Council should thenceforth include five 
Chinese members, and since that year it has always been composed 
of five British members, including the Chairman who has a casting 
vote, and five Chinese members. 

Under the Land Regulations of 1919 land-renters who paid from 
twenty to eighty taels per annum in taxes were entitled to one vote, 
those who paid between eighty and two hundred and forty to two 
votes; those who paid between two hundred and forty and four 
hundred and eighty taels to three votes, and those who paid up- 
- wards of the last amount to four votes. Occupiers of premises who 
paid from four hundred and eighty to three thousand taels in rent 
exercised one vote, those paying from three thousand to ten thousand 
taels two votes and all over the latter figure three votes. 

These qualifications were altered by Land Regulations VI and VII 
of 1928, which provide that all land-renters paying two hundred 
taels or more in land tax per annum are entitled to one vote for each 
two hundred taels (St. $296.50) paid, and all occupiers of premises 
who pay six hundred taels or more in rent per annum are entitled 
to one vote for each six hundred taels (St. $889.52) paid. Thus a 
good many small land-renters and occupiers were disenfranchized 
and the voting power of the large land-renters and occupiers of 
premises was greatly increased. - 

The ratepayers acting as a body, in addition to their function of 
electing the Municipal Council, auditors, and assessment-commis- 
sioners, can impose rates, taxes and dues, raise loans, construct or 
acquire public utility undertakings, and establish or endow schools, 
hospitals, libraries and other institutions contributive to the public 
good. The Council is charged with the general administration of the 
Settlement. It has the necessary powers for this purpose under the 
Regulations, under which it was authorized to make, alter and repeal 
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Bye-laws. It can be sued in the British Consular Court by any person 
who considers himself to have been injured by any act or default of 
the Council or its servants. 

The British Consul-General presides at the Annual General Meet- 
ings and has a casting vote. He may call special General Meetings 
of the ratepayers and has a right of veto over decisions taken at all 
General Meetings as well as over Bye-laws subject to an appeal to the 
British Ambassador. He is also empowered, when it appears to him 
necessary to do so, to proclaim the existence of a state of emer- 
gency. During this period of emergency the Municipal Council can 
issue Emergency Orders, subject to the approval of the Consul- 
General. 

Alterations of the Land Regulations can be initiated by the rate- 
payers in General Meeting, but require the sanction of the British 
Ambassador. 


D. PUBLIC UTILITIES AND SOCIAL SERVICES 

Besides establishing Public Works, Police, Fire-Brigade and 
Health and Educational Departments, the Municipal Council has 
availed itself of the powers granted under the Land Regulations in 
respect to public utilities. In 1920 it took over the generation and 
supply of electricity from a private company. The venture proved 
. financially successful, and the Electricity Department is now by far 
the largest contributor to the Municipality’s income, having since 
1920 subscribed a net sum of over 2} million Chinese dollars to the 
general funds besides building up a depreciation reserve of 2} 
million. In the past seventeen years its sales of current have in- 
creased ten-fold, rising from 1,200,000 units of kilowatt-hours in 
1921 tO 12,500,000 in 1938. 

The Municipality has also assumed control of the supply and rate 
of water, and since doing so has changed the source of supply from 
river water to artesian wells. The output has risen from 137,000,000 
gallons in 1923 to 462,000,000 gallons in 1938, and the sales have 
more than trebled during this period. 

The Municipal Police force has a strength of about seven hundred 
men, with a British Chief Inspector, two British Deputy-Inspectors, 
a Chinese Deputy-Inspector, and a certain number of Russian and 
Sikh sergeants, the constables being Chinese. There is also a small 
Concession Volunteer Corps, of about one hundred and twenty 
officers and men, with a field battery. Since 1900 the British Govern- 
ment have always kept a force of regular troops at Tientsin; this 
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force at present consisting of a battalion of the Durham Light 
Infantry. 

The Health Department maintains two hospitals, the British 
General Hospital and the Isolation Hospital. ‘These Municipal hos- 
pitals are open to both foreign and Chinese ratepayers, and the latter 
have in recent years availed themselves more and more of the 
facilities afforded them. At Tangku, where passengers from ocean- 
going vessels disembark for Tientsin, there is a Chinese Government 
Quarantine hospital, which since July 1937 has been under Japanese 
administration and has continued to function in an efficient manner. 

There are two Municipal schools in the British Municipal Area, 

the Tientsin Grammar School and the Tientsin Kung Hsueh. Built | 
and subsidized by the Council, these schools were placed in 1929 
under a Trust for education and are administered by committees of 
management elected annually by the ratepayers. The Tientsin 
Grammar School is intended primarily for the education of children 
of foreign parentage; a few Chinese children also attend it, mainly 
such as intend subsequently to go abroad to pursue higher studies. 
The school curriculum extends from kindergarten courses to univer- 
sity entrance (Cambridge Local) examinations. In 1938 the total 
attendance was two hundred and fifty pupils of twenty-nine different 
nationalities, of whom one hundred and twelve were British, sixty- 
eight Russians, and seventeen Chinese. The buildings are capable of 
accommodating about five hundred pupils and the school site and 
playing fields cover an area of about eight acres. The Council’s con- 
tribution to the Grammar School was St. $163,000 (actual) in 1938 
_ and St. $225,000 (budgeted) for 1939. 
. The Tientsin Kung Hsueh is attended solely by Chinese children, 
although it is also open to those of other nationalities should they 
care to attend. It consists of a Lower Primary Department, a Higher 
Primary Department, a Junior Middle School and a Senior Middle 
School. The area of the site and playing fields is nearly eight acres, 
the total value of land and buildings being over St. $1,500,000. 
The contributions from Municipal Lands were St. $82,800 (actual) 
and St. $90,000 (budgeted) for 1938 and 1939. The buildings are 
intended to accommodate some sixteen hundred pupils, but in 1938, 
due to the disturbed conditions in surrounding areas, the attendance 
was ovet two thousand, and the teachers had to work in double 
shifts to meet this situation. 
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E. POPULATION AND PROPERTY VALUATION 


According to a census of the British Municipal Area taken in 
1938, the pupulation was as follows: 


TABLE I 
POPULATION OF THE BRITISH MUNICIPAL AREA 
British . . , : P : 7 3 - 1,400 
Russian . é : : : E : . + 2,300 
37 other foreign nationalities . - . . - 1,300 
Chinese . : . ; : ri . ; + 72,000 
Total : . + 77,000 


The estimated total value of property in the British area in 
December 1938 was: 


TABLE II 
TOTAL VALUL OF PROPERTY IN THE BRITISH MUNICIPAL AREA 
Land ‘ ; : ‘ ‘ ‘ . St. $120,000,000 
Buildings. F : - ‘ : . St. $200,000,000 


F, CHINESE OWNERSHIP OF PROPERTY AND SHARE OF 
TAXATION 


A matter of some interest is the division of ownership of land in 
the British area between British and Chinese. An estimate may be 
obtained indirectly from a comparison of the amount of the grants 
to the Tientsin Grammar School and the Tientsin Kung Hsueh 
respectively during 1938. These grants are provided through a levy 
of St. $18 per St. $10,000 paid by the registered owners on the 
assessed value of land and buildings, of which the foreign contribu- 
tion goes to the Grammar School and the Chinese to the Kung 
Hsueh. During 1938 the Tientsin Grammar School received 
St. $83,000 paid by foreign registered owners, and the Kung 
Hsueh received St. $85,500 paid by Chinese registered owners. This 
would make the Chinese proportion of land ownership slightly over 
50 per cent, but there is another factor which needs to be taken into 
account, namely, the practice of Chinese owners registering their 
property, as a measure of self-protection, in the name of a foreigner. 
The motive for doing this may be the desire on the part of the 
Chinese owner to conceal, for private or political reasons, the 
extent of his assets in foreiga territory, or a belief that, in the event 
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of litigation arising in a foreign court of law in respect of the 
ptoperty concerned, greater consideration might be accorded to a 
foreign national than to a Chinese, and that, in the event of a suit 
being brought in a Chinese court against the real owner, there 
would be a safeguard in the fact that the property was registered in 
the name of a foreigner with extraterritorial rights. In any case there 
is undoubtedly a considerable amount of Chinese property registered 
as foreign, and allowance must be made for this fact in any estimate 
of the proportion of Chinese ownership. 

Apart from taxation on real property, the British Municipal 
revenues are derived mainly from the sales of electricity, from water- 
rate, and from licence fees, in regard to which the Chinese, who 
constitute some 95 per cent of the total population, are by far the 
largest contributors. 
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CHAPTER III 
THE OTHER FOREIGN CONCESSIONS 
A. THE EXTANT CONCESSION AREAS 


HESE, in addition to the British Municipal Area, are now three 

in number, viz. those of France, Italy, and Japan. The original 
French Concession had an area of about sixty acres. It was extended 
in 1900 at the time of the Boxer rising. The present area is 2,836 mow, 
of 430°3 acres, with a population of about 150,000.1 Since 1905 the 
French Concession has steadily developed, and the whole area, 
which originally was largely swamp, is now completely built over 
and includes 2,900 metres of modernized wharves. The value of the 
land and buildings in the French Concession was assessed at about 
Ch. $100 millions before the fall in value of the Chinese dollar. The 
dollar value in terms of present official exchange rates may there- 
fore be taken at twice that sum. 

The administration of the Concession is largely in the hands of the 
French Consul, assisted by a Municipal Council, which is composed 
of the Consul as ex-officio Chairman, four councillors of French 
nationality, four councillors of foreign nationality other than 
French, and three Chinese councillors. 

Italy in 1901 secured a Concession at Tientsin of an area of 
117 acres. The population in 1937 was 373 foreigners and some 
6,500 Chinese. The administrative organs have recently been re- 
modelled on the lines of a fascist municipality in Italy, but the chief~ 
authority remains with the Italian Consul, whose functions in this 
sphere are equivalent to those of a podestd in an Italian city. He is 
assisted by a Consultative Council of Italian citizens and Chinese 
residents.?. 

The Sino-Japanese Protocol of October 19th, 1896, provided that 
Japan should receive upon request Concessions at a number of 
treaty ports, including Tientsin. Such a request was made by the 
Japanese Government in respect of Tientsin, but, owing to difficul- 
ties over a satisfactory site, it was not until 1898 that Japan secured 
her Concession. Further grants of land were obtained in 1900, and 

1 The popalasion in July 1937 was 915 foreigners and 70,000 Chinese. 
2 La Concessione Italiana di Tientsin, Rome, 1937. 
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the present area of the Japanese Concession is 324 acres.!1 The 
population in 1937 was 10,153 foreigners (mostly Japanese) and 
some 26,000 Chinese. The census of 1938 showed a total population 
of 40,000, of whom 17,000 were Chinese, and thus revealed a great 
exodus of Chinese and a large influx of Japanese as the result of the 
Sino-Japanese hostilities. Municipal administration is mainly in the 
hands of the Japanese Consul, who has absolute control of the 
police and fire-brigade subject to instructions from his Government 
in Tokyo. The Municipality bears only the cost of the salaries of the 
Chinese staff of these departments, the remainder being provided by 
the Japanese Foreign Office allocation. There is a Municipal Council 
of five members, all of whom are Japanese. 


B. THE EXTINCT FOREIGN CONCESSIONS 


Formerly five other Powers—the United States of America, Ger- 
many, Austria-Hungary, Russia, and Belgium—held Concessions at 
Tientsin. Of these, the American Concession was granted in 1860, 
but it was never effectively developed or administered and was 
handed back to China in 1896. In 1901, after the Boxer Rebellion, 
when a scramble to obtain Concessions at Tientsin was going on 
among the foreign Powers, the American Government tried to stop 
this by advocating the establishment at Tientsin of an International 
Settlement similar to that at Shanghai. They failed, however, to 
persuade the other Powers to accept the proposal. Thereupon, since 
all the desirable river frontage was being earmarked for Concessions 
to the European Powers and Japan, the Americans took certain 
steps towards the recovery of their original Concession. They 
encountered determined opposition from two commercial companies 

“which had leased practically all the land in the former American 
area and who feared dispossession or an increase of taxation if the 
American Government recovered possession. These companies con- 
sequently used their influence to dissuade the Viceroy, Li Hung- 
chang, from granting the American request, and the American 
Government finally abandoned their effort to recover the Conces- 
sion. As it bordered on the British area and, lacking any administra- 
tion at all, was a refuge for bad characters, the British authorities 
intimated their desire to take it over, and the American Government 
having eventually acquiesced, in 1902 the former American Conces- 


1In November 1900 the Japanese took administrative control of all the territory 
between the French Concession on the south wall of the Chinese city, as well as a tract 
of land south of the German Concession. In 1903 the latter and most of the former 
areas were conditionally restored to Chinese control. 
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sion was placed under the control of the British authorities by 
proclamation of the Taotai.! The United States Government did not, 
however, entirely disinterest themselves in their ex-Concession. An 
understanding was reached between the British and American 
authorities at that time that the area should be placed at the disposal 
of American forces in the event of an emergency.? The British 
Municipal Regulations formerly included, moreover, a provision 
that at least one member of the Council should be a citizen of the 
United States unless no candidate of that nationality should be avail- 
able for election. This provision was incorporated in the Land 
Regulations of 1919 (Article 13, 6) which applied to the whole 
British Municipal Area, but was omitted from the final draft of the 
Regulations of 1928 at the request of the American Government 
themselves who by that time had apparently renounced any wish 
to reserve special American rights in the matter of the Concession. 

The German and Austro-Hungarian Concessions were expro- 
ptiated by China in 1917 on the occasion of her entry into the Great 
War on the side of the Allied and Associated Powers, and the Russian 
Concession was brought under Chinese administration in 1920, when 
the special rights and privileges obtained by the Czarist Govern- 
ment in China had ceased to be operative. The Soviet Union form- 
ally relinquished all claims to the Concession by their General 
Treaty with China of May 31st, 1924, but obtained ownership of the 
Imperial Russian Consulate property.® 

The Belgian Concession was returned to China by the terms of the 
Sino-Belgian Agreement of August 31st, 1929. Annexes to this 
Agreement provided (1) for the maintenance of the existing rate of 
land tax in the Concession until the Chinese Government should 
promulgate a new general land tax law, (2) for the safeguarding of 
the rights of the Compagnie de Tramways et de l Eclairage, and (3) for 
the reimbursement by the Chinese Government to the Belgian 
Government of the debts of the Municipality of the Concession. 

The four former Concession areas after their transfer to China 
were constituted Special Administrative Districts administered by 
Bureaux responsible to the authorities of the Chinese Municipality of 
Tientsin, except for police matters which were controlled by the 
Provincial Bureau of Public Safety. The Special Administrative 


1 See Foreign Relations fe ee United States, 1901, pp. 39-59. 

2 Rasmussen, op. cit., 

3 On June pee lore the, building was seized by a band of anti-Comintemn White 
Russians, acting ler Japanese auspices, and the Soviet Government a week later 
lodged a scoteat with the Government of Japan. 
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Districts, in common with the Tientsin Municipality, came under 
Japariese military control in July 1937. 

The following list shows the date of acquisition and the size of the 
present and former foreign-administered areas. 


TABLE III 


THE EXISTING FOREIGN-ADMINISTERED AREAS 
Name Date Granted Area (Mow) Area (Acres) 
British Original Concession . 1860 502 76. 
British Municipal Extension . 1897 1,672 253°7 
British Extra-mural Extension 1903 3,878 588-3 . 
American (incorporated in 
British area 1902) . : 150 22°7 
British Municipal Area (Total) . . - 6,202 940°°7 
French Concession . - 1860-1900 2,836 430°3 
Japanese Concession . . 1896-1900 2,138 324°4 
Italian Concession - 4 1901 771 117°0 
Total Area in Foreign Hands . : - 11,947 1,812°4 
TABLE IV 
EXTINCT FOREIGN-ADMINISTERED AREAS 
Date Date returned Area Area 
Name Granted to China (Mow) (Actes) 
German Concession . 1895-1901 1917 2,434 36953 
Austro-Hungarian 
Concession . . 1902 1917 989 150 
Russian Concession. 1900 1920 55334 809°4 
Belgian Concession. 1902 1929 1,427 216°5 
Total Area returned to China . F . - 10,184 1,545°2 
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CHAPTER IV 
THE HAI HO CONSERVANCY 


HERE ARE few ports of the size and commercial importance 

of Tientsin which are hampered by such inadequate navigational 
facilities. Situated on the shallow and winding Hai Ho, which is 
constantly being obstructed with silt brought down by the numerous 
streams which converge into it, Tientsin, during the last decade of 
the nineteenth century, appeared likely to become inaccessible to 
anything larger than a junk. From this fate it was saved by the energy 
and enterprise of the British community, whose efforts resulted in the 
first attempts at Conservancy and who succeeded in having provision 
for a permanent commission embodied in the Municipal Land 
Regulations of 1899. 

The present Hai Ho Conservancy Commission was constituted in 
1901 when Tientsin and the surrounding district was under the con- 
trol of a ‘Provisional Government’ established by the allied Western 
Powers after their suppression of the Boxers. The diplomatic repre- 
sentatives of these Powers, who had been impressed with the import- 
ance of adequate provision for the dredging of the Hai Ho, inserted 
a clause providing for this in the ‘Boxer Protocol’, and, since that 
time, constant conservancy work has been carried on, despite the 
obstacles of financial stringency and the magnitude of a really 
adequate scheme for dealing with the problem of the Hai Ho. 

The Hai Ho Conservancy Commission, like the Whangpoo Con- 
servancy Board at Shanghai, is a Chinese Government organ, with 
foreign representation on the executive Board, a staff of engineers 
directed mainly by foreign experts, and with a revenue drawn from 
the Maritime Customs. 

The personnel of the Hai Ho Conservancy Commission consists of 
a representative of the Consular Body, the Foreign Commissioner of 
Customs in Tientsin, and a representative of the Chinese Govern- 
ment who has in fact always been the Chinese Superintendent of 
Customs, the colleague of the Commissioner. The following are also 
members of the Commission in a consultative capacity—a consular 
representative of each nation which has a Concession (except Great 
Britain which is represented by the Chairman of the British Municipal 
Council); the Chairman of the General Chamber of Commerce, who 
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is also Honorary Treasurer; and a representative of the shipping 
companies. 

The executive staff is recruited regardless of nationality, although 
—since English is the most convenient language in the Far East— 
the Secretary has always been a British subject. ' 

The Conservancy Commission derives its revenues from river 
dues, which are levied simultaneously with the Customs duties on 
all goods landed at or shipped from the port; a tax on the tonnage of 
all vessels entering and clearing at Tientsin; and a fixed quota pro- 
vided by the Chinese Government. These sources of revenue have 
produced about a million dollars annually in normal years, but have 
recently shown a marked decline. This is due to the fact that when 
the Chinese Customs Tariff was increased in 1930 it was ruled that 
the Conservancy surtax should not follow the new rates but should 
be levied on the old basis. The cost of labour and materials has on the 
other hand increased largely, and with the decline of trade imme- 
diately following the Sino-Japanese incident of 1937, the Commis- 
sion was obliged to represent to the Diplomatic Body their inability 
to continue the work: entrusted to them unless more financial aid 
could be provided. As a result of these representations, the Inspector- 
General of Customs agreed to release temporarily to the Commission 
both the Bridge Tax (2 per cent of the 1929 Customs Duties) and the 
Hai Ho Improvement Tax (8 per cent of those duties). Prior to the 
incident, the latter surtax was paid to a separate organization, the 
North China River Commission, for the improvement of the tribu- 
taries flowing into the river above Tientsin. The Commission has 
also from time to time raised loans for maintenance or for special 
works, but the amount outstanding at the end of 1938 was no more 
than St. $1,500,000. 

In addition to its work of conservation, the Commission is charged 
with keeping the port open to navigation during the winter by means 
of ice-breakers, and with the maintenance and operation of the 
electrically controlled International Bridge which spans the river 
between the French and ex-Russian Concessions. The Commission 
assists also in the solution of drainage problems affecting the various 
tributaries which flow into the river. 

The Commission has met with marked success in the difficult and 
arduous task of maintaining and improving the navigational facilities 
of the Hai Ho and both the river and the Taku Bar channel are at 
present in a very satisfactory condition. As a result of the increased 
revenue which it has derived from the arrangement made in 1937, 
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described above, the Commission is already in a position to under- 
take a new cutting near the mouth of the river, in order to straighten 
a large bend, known as the Koku Bend. In estimating the general 
work of the Conservancy Commission it must be remembered that 
both the river and the bar channel are from time to time adversely 
affected by the erratic behaviour of the tributaries, more especially of 
the Yung Ting Ho. The ravages of the latter are being checked for 
the time being by sedimentation basins immediately above Tientsin, 
but such works are palliative only, and the existing satisfactory nature 
of bar and river cannot continue until a radical regulation of the 
tributaries has been carried out. 
The chief items of expenditure in 1938 were: 


Engineering expenses, areeeites etc. : - St. $800,000 
Administration . ‘ - St. $200,000 
Loan Service . > . ‘ : - St. $180,000 


In conclusion it may be stated that the relations between the 
Conservancy and the Japanese authorities are excellent, and that the 
latter appear to be anxious that the Conservancy should continue to 
function as heretofore. 
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PART II: ECONOMIC 


CHAPTER V 


THE COMMERCIAL AND INDUSTRIAL POSITION OF 
TIENTSIN IN JULY 1937 


A. GENERAL 


ITH a population of approximately a million and a half, 

Tientsin is the most important commercial and industrial 
centre in North China and the second most important in China as 
a whole.1 It owes this importance to its favourable geographical 
position which makes it the chief distributing centre for the North 
China plain and the north-western regions. It is favoured in this 
respect by good railway facilities, the port being served by two trunk 
lines, the Peking-Mukden (connecting with the Peking-Suiyuan and 
Peking-Hankow railways) and the Tientsin-Pukow (connecting with 
the Nanking-Shanghai railway). A certain amount of produce also 
moves to and from Tientsin by way of the rivers which empty into 
the Hai Ho above the city, by the Grand Canal and along the growing 
motor-road system. 

During the last ten years, however, Tientsin has seen its economic 
hinterland considerably circumscribed. Outer Mongolia became a 
Soviet protectorate in 1925 and this was followed by an embargo on 
the caravan trade with Kalgan and the diversion from Tientsin of 
much valuable traffic in wool, skins and furs.? In Sinkiang, Soviet 
political influence has also markedly grown in recent years, and this 
has been accompanied by an increase of its trade with the U.S.S.R., 
and a lessening of its trade with Tientsin. The change in this respect 
can be attributed more to economic than to political factors. The 
Turkestan-Siberian, Trans-Siberian and Trans-Caspian Railways 
bring Sinkiang products upon the world market much more quickly 
and inexpensively than can the long caravan routes to the Chinese 
railheads at Paotow or Sian. In 1929, for example, the cost of trans- 


1 Exclusive of Manchuria. Before the separation of Manchuria from China the 
order of commercial importance was: Shanghai, Dairen, Tientsin. 
2 Chief Maritime Customs Decennial Reports, 1922-31. 
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porting marmot skins from Urumchi to Tientsin was U.S. $o-15 
per skin, while Soviet agencies were offering native traders to lay 
down the skins in Leipzig at a rate of U.S. $0-03 per skin. Wool and 
cotton exports from Sinkiang through Tientsin have to be brought 
by caravan and rail and then sorted and repacked before being 
shipped abroad, whereas purchases by the U.S.S.R. have a com- 
paratively short distance to go to the mills at Tashkent or in Western 
Siberia.? 

A further heavy blow to Tientsin was the separation of the 
Manchurian provinces, and particularly of Jehol, from the rest of 
China, and their incorporation in the State ot Manchukuo, which 
resulted in a severe falling off in the direct and trans-shipment 
trade between that country and China. Speaking of this the author 
of the Chinese Customs survey of trade conditions in Tientsin 
during 1935 wrote: 


The natural trading area has become sadly reduced, Manchuria being 
virtually closed to trade, the provinces of Shansi and Suiyuan 
being more or less an economic bloc, and the provinces of Honan and 
Shensi continuing to be supplied in greater degree by the successive 
extensions to the Lunghai Railway.? 


B. THE NATURE, VOLUME AND DIRECTION OF 
TRADE 


The following three tables show the relative and absolute import- 
ance of Tientsin as a commercial centre and as a contributor to the 
Chinese Maritime Customs Revenue. 


TABLE V 


COMPARATIVE PERCENTAGES OF THE TOTAL DIRECT FOREIGN 
TRADE OF CHINA ? 


Port | 1933 1934 1935 1936 
Tientsin . - 10°62 11°29 11°75 11°53 
Shanghai . =. §3°37 55°42 53°08 55°56 
Kiaochow . . 5°70 5°32 6°65 6°44 
Canton 3 . Gir 5°14 4°91 4°44 
Hankow . . 2°13 2°67 3°05 2-81 


1 The Chinese Economic Journal, Vol. XVI, January-June, 1935. 
2 China Maritime Customs Annual Report, 1935, Vol. I, p. 11. 
3 China Maritime Customs Annual Reports, 1933-6. 
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TABLE VI 
STERLING VALUES OF FOREIGN TRADE OF TIENTSIN } 


(In £ millions) 
Year Imports into Exports from Total 
1933. ‘ ‘ : : TS 5 12°5 
1934. ‘ ‘ ‘ . 6°4 5°4 11°8 
1935. . : F : 6°3 6:8 13°1 
1936. ; : ‘ ‘ 43 6-9 112 


The tendency for imports to fall and exports to rise will be 
observed, and this has already been a feature of the decade 1922-31, 
during which foreign imports into Tientsin fell from £22-9 millions 
to £103. Recent import figures, particularly those for 1935 and 
1936, must, however, be read in the light of the extensive ‘special 
. trade’ or smuggling of goods into North China. The following ex- 
tract from the China Maritime Customs Annual Report for 1936 shows 
the magnitude which this traffic attained in that year: 


Approximate statistics of illicit goods arriving at Tientsin by rail 
from East Hopeh during the year are as follows: 


Artificial silk yarn: 3,994,200 kilogrammes. 

Sugar: 897,070 quintals. 

Cigarette paper: 378,600 kilogrammes. 

Kerosene oil: 2,166,600 gallons. 

Piece goods: 78,400 cases (particulars of contents unknown). 
Sundries : 220,800 cases (contents unknown). 


The estimated duty evaded on the artificial silk yarn, sugar, cigarette- 
paper, and kerosene oil is in the neighbourhood of $30,500,000, and, 
although particulars of the other goods are unknown and the duty is 
therefore difficult to calculate, a figure of $20,000,000 is conservative, 
so that the total duty evaded during the year on goods brought in 
illicitly through East Hopeh under conditions of force majeure reached 
the staggering figure of over $50,000,000. It is true, of course, that, 
had the Customs Preventive Service been permitted to execute their 
normal functions and the vast majority of goods been compelled to 
follow legitimate channels paying National Tariff duty rates, the 
demand for such goods would not have reached the proportions 
indicated by the above figures, and it does not follow, therefore, that 
normally the total amount of duty evaded on the illicit cargo brought 
in would have accrued to the national revenue. 


As regards the effect of this ‘special trade’ on Customs revenue, 
the following figures are of interest: 
1In round numbers calculated from the Customs Annual Returns at the dollar rates 
prevailing for these years. 
3 China Maritime Customs Decennial Reports, 1922-31. 
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| 1933 1934 \ 1935 1936 
| 
Port | Per- | per- | Per- Per- 
cen- cen | cen- cen- 
\ rage tage | tage tage 
aes aon’ 


wean | ee gusrsa7é2 \1232| 41,089,011 13°02 35,518.115 10°94 
Spanghal oas7 $ 1°90 |1 7593030474 52°40 1495127439 47°26 148,869,136 45°86 
O- 

chow 22,589983 6°65 20,148,684 6-02 | 22,313:254 7°71 20,304;93° 6°26 
Canton 10,986,528 3°24 8,013,102 2°39 9,616,502 3°05 10,925799 3°37 
Hankow 20,417,909 | &°OF 193659550 | 5°79 22,396,228 | 7°%° 23,874:359 | 735 


Despite the contraction the area served by the port and the 
political and economic vicissitudes mentioned above, exports from 
Tientsin have continued to expand in recent yeats- This has been at 
least pattly due to the increasing productivity of North China in cef- 


and hides, fot which Tientsin is the largest export centre. The years 
1934-6 were marked by 4 great increase in the production, as well as 
an improvement in the quality, of Chinese-grow? cotton. Of a to 

roduction of some 145 million piculs in 1936, the five northern 


provinces—Hope’s S) 


Exports of raw cotton from Tientsin were: 7 


TABLE vill 
EXPORTS OF RAW COTTON FROM TIENTSIN, 1934-6 
Yeat: Quantity Value 
1934 - . . 162,000 quintals St. $12 millions 
1935 ° : _ 188,000» 5 USS” 
1930 - : | 306,279» » 233 


In 1936 the export of raw cotton had surpassed that of 1aW wool 
and had become first on the list of exports from Tientsin, with a 


1 China Maritime Customs Annual Reports, 1933-6: 2 Ibid., 1934-6 
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value of St. $23-3 millions out of a total Chinese cotton export value 
of St. $28-1 millions. 

The export of raw wool, principally sheep’s wool, from Tientsin 
rose from St. $12-7 millions in 1934 to St. $16 millions in 1935 and 
St. $18-5 millions in 1936. Some 50 per cent of the total Chinese wool 
supply comes from Mongolia, Tsinghai, Kansu and Sinkiang, the 
wool being of the coarse, or carpet, variety. The foreign trade in 
Chinese wool began with the establishment at Tientsin in 1881 of a 

_branch of the Hongkong and Shanghai Banking Corporation to 
finance this trade when British buyers were sent to Kalgan, Kweihua 
and Paotow, the principal market centres, where the wool is col- 
lected and transported by rail to Tientsin for sorting, packing and 
export.! There is also a considerable local production in Hopei, the 
chief marketing centre being the town of Shunteh in south-west 
Hopei, on the Peiping-Hankow railway.? The export of woollen rugs 
and carpets, of which Tientsin is an important centre of manufac- 
ture, reached a value of 4-2 million dollars in 1936. 

The contraction of Tientsin’s commercial hinterland to which 
reference has been made has particularly affected its trade in skins 
and furs. Of this the Chinese Customs Report for 1936 says: 


In spite of the fact that Tientsin has lost a great deal of its former 
importance as a fur centre now that the Manchurian, Mongolian and 
other northern sources of supply are no longer available, it still retains 
a fair position in the market for dealings in the lower grades of furs.® 


The total export of skins and furs in 1936 was in fact over 
St. $9 millions in value. Exports of pig bristles, used principally in 
the manufacture of brushes, amounted in the same year to St. $7-4 
millions in value. 

From this brief survey of the size and nature of Tientsin’s ‘pre-War’ 
foreign trade, we pass to its distribution in world markets. The fol- 
lowing tables show the principal imports from, and exports to, 
Tientsin of the leading foreign countries in 1936: 


1 The cleaning, packing and export of wool is mainly in the hands of the following 
British firms: Wilson & Co., Liddell Bros. & Co., Mackenzie & Co., Jardine, Matheson 
& Co., William Forbes & Co., Collins & Co., Hatch, Carter & Co., all of whom 
own cleaning and press packing factories in Tientsin. 

2 The Chinese Economic Journal, Vol. XVIII, January-June, 1936. 

3 China Maritime Customs Annual Report, 1936, Vol. I, p. 14. 
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Japan 


Metals and ores 
Vehicles and vesscls . 
Books, paper, etc. . 
(1935—£212, ee 
Machinery ; 
Chemicals . 
Miscellaneous 
manufactures 
Woollen goods : 
oe and sea products. 


metal 


(i988 E 000) 


ween 000) 
Cereals and flour . 


Cotton piece goods (white 


anddyed) . . 
(1935—£193,000) 
Timber. . 
Silk and artificial silk. 
(1935—£26,000) 
Sugar. . 
(1935—£153,400) 
Germany 


Metals and ores 

Machinery 

Chemicals . 

Dyes . 

Vehicles and vessels . ; 

Miscellaneous metal 
manufactures 


Books and paper 


TABLE IX 
IMPORTS INTO TIENTSIN IN 1936? 
United States of America 


£ 


335,000 , 


203,000 
133,000 


125,000 
81,000 


| Miscellaneous 


73,000 
63,600 | 
$9,000 © 


56,200 
36,000 
33,800 
32,000 


29,500 
8,760 


5,610 


136,000 
103,000 
102,000 
95,000 
82,000 


§ 5,000 
25,000 


Vehicles and vessels . 

Oils : 

Metals and ores 

Timber. 

Dyes 

Tobacco Ge ie 

metal 
manufactures 

Machinery and tools . 


Great Britain 


Woollen goods 
Metals and ores 
Books and Paper 
Chemicals . 


| Machinery . 
| Vehicles and vessels . 


Miscellaneous _ metal 


manufactures 


, Dyes 


£ 
119,000 
95,000 
61,000 
43,000 
39,000 
29,000 


24,000 
20,000 


82,000 
81,000 
48,000 
43,500 
32,500 
18,400 


14,500 
14,000 


A large proportion of the imports into Tientsin of oil, especially 
kerosene oil, came from the Netherlands East Indies, the total value 
of the oil imports from this source in 1936 being £406,000. Imports 


of timber from Canada amounted to some £53,000 in value. 


1 Figures in sterling calculated from Maritime Customs figures. Customs Gold 


Unit—32$4. 
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TABLE X 


EXPORTS FROM TIENTSIN IN 19361 


Japan United States of America 
£ £ 

Textile fibres 2 ‘| Textile fibres (wool) . 881,300 

(raw cotton) . . . 1,050,000 | Animals and animal 
Seeds. . . . . « 147,100 products (bristles) . 681,400 
Cereals . . . . . 105,000 | Hides, skins, furs . . 681,000 
Animals and animal Other textile Ene 

products . . . . 85,200 (carpets) . . 110,400 
Hides, skins, furs . . 55,000 | Fruits . . . . . 73,100 
Beans and peas... 36,600 | Seeds. . .. » + 70,500 
Chemical products (salt) 34,800 | Ores and metals. . 22,600 
Oils (wood oil)... 33,400 
Medicinal substances. 28,700 
Fuels (coal) . . . . = 28,000 
Fruits . . . . . 14,700 

Great Britain Germany 

Animals and animal Textile fibres (wool) . 354,000 

products (eggs) . . 292,000 | Animals and animal 
Textile fibres (wool) . 120,756 products . . . . 226,000 
Other textiles (carpets). 68,370 | Seeds... . + 33,800 
Hides, skins and furs . 52,850 | Hides, skins, furs 3° 3 8,400 
Seeds. . . . « ~« © 343800 


These tables show the preponderance of Japan in the import trade ' 


into Tientsin and that of the United States in the export trade, par- | 


ticularly in most of the staples, i.e., wool and carpets, skins and furs. 
Of the raw cotton exports, Japan, however, takes the bulk, although 
in normal times a certain proportion of this trade goes to the United 
States, where it is used in the manufacture of cotton blankets.3 
Tientsin exports of coal and salt go practically all to Japan, but the 
amount of both these commodities passing through Tientsin is rela- 
tively small. Chinwangtao is the place of export for the coal of the 
Kailan mines and Tsingtao for the salt of Shantung. It may be men- 
tioned that the growth of Sino-German barter trade in 1936 was 
reflected in Germany’s wool purchases through Tientsin, which were 
five times as great as those of the preceding year. 


1From Maritime Customs figures. Standard Dollar—14d. sterling. 
* Items in parentheses are major portion of the export group. 
3 Far Eastern Survey, March 29th, 1939. 
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C. SHIPPING 

As a port Tientsin labours under grave natural disadvantages. The 
river, the Haiho, on which it stands is the common outlet to the sea 
for almost all the rivers of northern Hopei, which converge into it 
not many miles above the city. In summer, when the heavy rains 
come, the volume of water from the various rivers discharging into 
the Haiho is in some years too great for it to carry off and the low- 
lying areas around Tientsin are consequently flooded, despite the 
existence of dykes and drainage channels. Great masses of silt are 
brought down, especially by the Yungting River, the largest of the 
various streams running into the Haiho, which consequently be- 
comes obstructed, while at its mouth accumulations of silt have 
formed the Taku Bar, a further serious obstacle to navigation. Con- 
sequently large vessels have to lie outside the Taku Bar and dis- 
charge their cargo into lighters to be brought up to Tientsin, while 
the arrival of smaller steamers at the Tientsin Bund depends on the 
season and the state of the river. During the winter months ice fre- 
quently forms off the coasts at the Gulf of Pechili, so that ice- 
breakers have to be used to maintain access to Tangku and Tientsin. 


/ 


TABLE XI 
TONNAGE OF ENTRANCES AND CLEARANCES AT TIENTSIN, 1932-6 1 
Foreign Domestic Total 
Year Trade Trade Tonnage 
1932. . . . - 955,063 4,835,098 = §, 740,161 
1933. . so - 831,983 5,335,701 6, 167,684 
1934. ‘ : ‘ + 2,093,935 3,904,156 53998,091 
1935. : : ‘ » 2,169,026 3,628,274 557972300 
1936. . « « 4 2,0§4,717 3,110,530 $165,247 


The importance of Tientsin relative to other Chinese ports may 
be judged from the following table: 


TABLE XII 


COMPARATIVE PERCENTAGES OF THE TOTAL CHINESE SHIPPING 
TRAFFIC, 1933-6 2 


_ Port 1933 1934 1935 1936 
Tientsin  . 4°49 4°27 4°03 3°56 
Shanghai . . 25°64 25°27 23°63 21°94 
Kiaochow . - 4°77 4°94 5°02 5°20 
Chefoo - 3°37 2:76 3°07 2°92 
Hankow . . 4°87 4:98 5°19 5°59 
Canton. - S17 6°23 6-48 5°75 

1 China Maritime Customs Annual Reports, 1932-6. 3 Ibid., 1933-6. 
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These figures show the relative decline which took place in these 
four years in the percentage of Tientsin shipping and the rise in that 
of its chief rival Tsingtao (Kiaochow), favoured by its fine harbour 
which offsets the disadvantage of being further removed than 
Tientsin from the centres of production in North China. 

The absolute figures for Tsingtao were as follows: 


TABLE XIII 
TONNAGE OF ENTRANCES AND CLEARANCES AT TSINGTAO, 
1932-6 
1932 . ; : . - 6,098,307 
1933 ‘ : : : - 6,559,820 
1934 : ; F ; - 6,938,401 
1935 . . . . » -75221,836 
1936 , . : é - 795 36,206 


During the earlier period 1922-31 the largest share in Tientsin’s 
shipping was held by the Japanese, closely followed by the British, 
with the Chinese holding the third place. In 1931 the contributions in 
tonnage of the principal nations were as follows: 4 


TABLE XIV 


TIENTSIN. CONTRIBUTIONS IN TONNAGE OF THE PRINCIPAL 
NATIONS, 1931 


Flag Tons 
Japanese . ‘ A é - 1,785,686 
British . : ‘ . - 1,379,857 
Chinese . ‘ : : ; 744,706 
German . : : , - 439,598 
American . : , : 355,852 


After the Manchurian affair the British flag outstripped the Japan- — 
ese at Tientsin, the British lead being, however, a comparatively 
slight one and due possibly to the diversion of Japanese shipping 
from Tientsin to Dairen. In 1935 the respective tonnages were: 
British, 1,838,000; Japanese, 1,592,000; and in 1936: British, 
1,714,231; Japanese, 1,442,589. Meanwhile, the tonnage of Chinese 
vessels at Tientsin increased by over one-half, rising from 744,706 
tons in 1931 to 1,144,046 in 1936.? 


1 China Maritime Customs Decennial Reports, 1922-31. 
2 China Maritime Customs Annual Reports, 193-6. 
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D. MANUFACTURE AND INDUSTRY 
In addition to its position as the leading mercantile city of North 
China, Tientsin is also an important industrial centre, a fact due 
largely to its proximity to markets and sources of raw materials and 
to an abundance of cheap labour. As might be expected from its easy 
access to the chief cotton and wool producing districts of China, 
the textile industry predominates. 


(i) THE COTTON TEXTILE INDUSTRY 

Cotton mills were established in Tientsin between 1918 and 1921, 
during and immediately after the World War, when conditions were 
favourable for such an enterprise, owing to the suspension of foreign 
imports of cotton yarn, etc. Seven cotton mills were constructed, all 
of them, in contradistinction to the situation in Tsingtao, being 
Chinese-owned and operated. They were as follows: 4 


TABLE XV 
CHINESE COTTON MILLS IN TIENTSIN, 1921 
Name No. of Spindles No. of Looms 
Yu Yuan : : . 73,160 236 
Peh Yang . . : . 27,500 158 
Pao Chang . . . . 36,096 125 
Hua Shin . é : - 40,264 178 
Yuta . . : : . 35,000 — 
Heng Yuan. . » + + 355440 310 
Ta Sheng . , . + 35230 — 


During the post-War years the Chinese mills were seriously 
affected by the resumption of foreign competition, disturbed con- 
ditions in the interior, and the general industrial and commercial 
depression. Then during the ’thirties came the loss of markets in 
Manchuria and Jehol and the growth of smuggling of Japanese 
cotton piece goods into North China. Consequently several of the 
Chinese mills were compelled to suspend operations, and the others 
were burdened with an increasing load of debt. At the same time 
Japanese cotton manufacturing interests were more and more turn- 
ing their attention to North China. It is interesting to see the reasons 
for this development as set forth very fully in the monthly Japanese 
journal, The Oriental Economist: 


First and foremost, it pays. In North China the cost of production 
is cheap and the earning power of a given capital sum is appreciable 
—much greater than in Japan. China grows cotton and extends tariff 


1 Chinese Economic Journal, Vol. XVII, January-June, 1936. 
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protection to mills, and to complete the picture, China is one of the 
greatest world outlets for cotton goods and shows every poy 
of increasing its consumption still further. It is true that there are a 
number of adverse factors which offset the advantages to some extent, 
but on the whole there is no doubt that China offers many fundamental 
conditions essential for the profitable operation of the cotton spinning 
industry, and this is particularly true of North China. 

Of course these conditions are not of a recent origin and many have 
existed for a long time, but aside from the basic considerations there 
have been many changes in circumstances which have acted as in- 
centives to the advance of Japanese cotton mills in North China. 
Firstly, the Japanese cotton industry as a whole is now at a turning- 
point in that it has reached a state of saturation in regard to the 
development of manufacturing facilities. True, there is room for 
further improvement in manufacturing technique, for raising the 
standard of quality of products, and for diversification of management 
methods, but the present capacity of 12 million spindles is a maximum 
to which the development of the industry can go, as can be seen from 
the fact it is now operating at a reduced capacity. Any further expansion 
of the Japanese cotton industry must therefore be made outside the 
country, and North China has been selected as an area that provides 
a way out of the impasse. _ 

Another consideration is the opportunity for Japan to regain an 
important cotton goods market which she held in China before the 
development of China’s own spinning industry, the rise of anti-Japanese 
agitation and, above any other factor, the imposition of the high tariff. 
Solely as a means of overcoming the worst of all trade obstacles, the 
high tariff, Japanese cotton executives have found it advantageous to 
locate their mills in China. 

Another influence tending to encourage the cotton industry’s change 
of locale is the increasing measure of control applied by the Japan 
Cotton Spinners’ Association which is reflected in production curtail- 
ment, restrictions against increased spindlage and other limitations, 
Prospective tax increases should not prove a serious obstacle, but the 
tendency of commodity prices to seek generally higher levels is liable to 
boost the cost of cotton goods production, and should the authorities 
decide to impose export levies there would be an added handicap. The 
extent of these disadvantages cannot be properly estimated at the 
moment, but it seems fairly certain that the spinning industry may be 
adversely affected in view of its dependence to an appreciable extent on 
export outlets. It is only natural for capital to find its own way to any 
community where there is less interference and greater opportunity 
for profit. The growing political stability in China during recent years 
is eliminating one of the greatest drawbacks to the expansion heretofore 
of Japanese cotton mills in China. In North China particularly this 
stability is so nearly complete that no apprehension is now felt over the 
safety of capital invested there. 

At the same time, cotton spinning is the most feasible and productive 
of any industrial venture in the region of North China. A thriving 
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cotton manufacturing industry there will be a standing impetus to 
cotton growing which would be one of the most desirable forms of the 
long sought Japanese-Chinese economic co-operation.! 


It will be seen that among the principal motives for the promotion 
of Japanese cotton spinning in North China, as attributed by Te 
Oriental Economist, were the desire to get in ‘behind the tariff wall’ in 
China and to escape the growing restrictions in Japan, while the 
increase of Chinese political stability is advanced as a further reason 
for the venture. 

Japanese penetration into the cotton industry in North China was 
effected largely by the purchase of existing Chinese enterprises. In 
1925 the Yu Ta Mill, which had contracted a large debt to Japanese 
interests, was sold to them at half its original cost in part payment of 
the debt. During 1936 the Yu Yuan, Hua Shin and Paochang mills 
were also sold to Japanese interests and at the time of the outbreak 
of hostilities in 1937 Japanese firms controlled some 7o per cent of 
the entire cotton spinning and weaving plant in Tientsin. The 
following three tables show the position in Tientsin, as well as that 
in Tsingtao where similar developments were taking place, in the 
spring of 1937. 


TABLE XVI 
JAVANESE AND CHINESE COTTON MILLS IN TIENTSIN, 1937 
Spindles 
Nanre and Ownership —— i eicnareree| Looms 
Spinning | Twisting | 
= _ “| 
Jadewese: ae 
Kungtai Shachang, No. 6, Kanegafuchi — 71,360 976 | 1,000 
wy iY No. 7 » 30,272 = H roam 
Vientsin Shatsi, Oricntal Development | 
Co. and Itochu Joint Proprietors. . 27,028 | 2,520 | — 
Vutai Fangchihchang, Itochu  . 5. 39,747 | 2,380 | — 
| 
168,407 | 5,876 | 1,000 
Chien: | 
Vengvuan Fangchihchang . ©. «353440 | 3,230 . 310 
Veivang Shachang se NRA! ale cox Fre at, 127,050) —- = 
‘Tashang Chihsien Loe ee ee 54230 | 1,820 5 — 
g Chinese-controlled 2. 0. 0. e | 65,726 | 5,140 310 


1 The Oriental Economist, May 1937, p. 280. 
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TABLE XVII 


JAPANESE AND CHINESE COTTON MILLS IN TSINGTAO, 1937 


Name and Ownership 


Spindles 


Spinning | Twisting 


Japanese: 

Kungtai Kungtzu (Kanegafuchi) 
Taikeng Shachang (Dai Nippon) 
Naiwai Mien (Nai gai Wata) . 
Lungshing Shachang (Nisshin) . 
Fushih Shanchang (Fuji Gas) 
Paoli Shachang (Nagasaki) . 
Shanghai Shachang (Shanghai) . 
Fentien Fangchihchang (Toyoda) 
Tungshing Shachang (Dokoh) 


9 Japanese mills 


Chinese: 


Tsingtao Huasin Fangchihchang. 


TABLE XVIII 


107,152 | 9,240 

101,192 | 14,136 
90,400 | 8,000 
42,660 | 3,746 
31,360 | 1,600 
43,631 | 2,040 
40,448 . 
35,640 a 
30,720 = 


Looms 


- |§23,204 | 38,762 


48,044 | 10,640 


371 


TOTAL OF COTTON MILLS IN TIENTSIN AND TSINGTAO } 


. No. of 
City Mills 
Tientsin 7 
Tsingtao 10 


No. of Spindles 
Spinning | Twisting 


234,133 | 11,016 
571,248 | 49,402 


No. of 
Looms 


1,310 


9,161 


Besides the mills in operation, the Japanese Toyo Spinning Com- 
pany was in process of constructing a new mill at Tientsin with 


1 Statistics from The Oriental Economist, May 1937, based on information from 
Association of Japanese Cotton Spinners Resident in China, and the Chinese Cotton 


Millowners Association. 
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0,000 spindles and 1,000 looms, and several other Japanese cotton 
manufacturing companies were planning to start enterprises in 
Tientsin, while others already established there were proposing to 
expand the productive capacity of their mills, the aggregate expan- 
sion programme being of the order of 455,000 to 465,000 spindles 
and 8,700 to 9,200 looms. New projects at Tsingtao comprised an 
additional 215,000 spindles and 4,600 looms. These plans were to 
have been completed by the end of 1938, by which time Tientsin 
would have equalled, if not surpassed, Tsingtao as a centre of the 
cotton textile industry. The effects of hostilities upon these ambitious 
plans are described in a later section.1 


(ii) THE WOOLLEN INDUSTRY 


Of the five woollen mills in Tientsin, the largest is an American- 
owned concern,? the Nichols Super Yarn and Carpets Company, 
established in 1925 with a capital of Ch.$1 million, operating 17 
looms and employing 800 operatives. The remainder are Chinese 
corporations having an aggregate capital of Ch.$1}4 million and 
employing some 900 operatives. Of these the Jen Li Company, 
whose rug and carpet manufactory in Peking has gained an inter- 
national reputation, established a woollen weaving and dyeing 
plant in Tientsin in 1931. In addition to these larger modern fac- 
tories, there are a large number of smaller establishments in Tientsin 
engaged chiefly in the weaving and dyeing of carpets. Hosiery 
knitting works, which increased from fifty to over a hundred 
between 1916 and 1931, suffered severely from the loss of the 
Manchurian market, and very few of them were able to remain in 
operation. 


(iii) TOBACCO AND CIGARETTES 


Of the four foreign companies engaged in the manufacture of 
cigarettes, by far the largest is the British Cigarette Co. (British- 
American Tobacco Co.), which employs some four thousand work- 
men, the other three being Karatzas Brothers, the Tientsin Tobacco 
Company (Greek), and the Japanese Toa Tobacco Company. 

Other industries at Tientsin include flour milling, tanneries, 
chemical works, cement works, and match manufacture. As in 


1 See page 170 below. 

® The importance of the Tientsin trade with the United States in wool and carpets 
can be seen by reference to Table No. X, p. 141. 

3 The Chinese Economic Journal, Vol. XVIII, January-June, 1936. 
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Shanghai, most of these enterprises are of small size and limited 
capital, and all suffered severely from the contraction in trade and 
business during 1931-5, and also from the loss of the Manchurian 
market. The Tientsin flour mills have had to face growing competi- 
tion from imports of flour milled in Japan. 


E. FOREIGN VESTED INTERESTS IN TIENTSIN AND 
NORTH CHINA 
(i) BRITISH INTERESTS 


A recent calculation by the Tientsin Committee of Information of 
British investment in Tientsin immediately assessable, arrived at the 
following figures: 


TABLE XIX 
BRITISH INVESTMENTS IN TIENTSIN 
Chinese 
. Dollars 
(2) British Municipal property in Tientsin . + 23,490,000 


(d) British Private property in the British Municipal Atea . 35,244,000 
(¢) British plant and manufactured stocks, together with 
land and buildings outside the British Concession in 
Tientsin and elsewhere in North China, exclusive of 
commercial enterprises not limited to ‘China, coal- 
mining enterprises and pate: insurance and ship- 


ping interests . : . « 30,000,000 
(d) Mortgages and investments in Bonds . ‘ . . 10,000,000 
Total . ‘ , - 98,734,000 


These figures represent investments largely made at a time when 
the Chinese dollar was worth two shillings and values have not 
reacted to falling rates of exchange. Conversion into sterling at the 
dollar rate just mentioned gives a total of almost £9-9 millions. 
This may be compared with Dr. Remer’s figure of £8 millions for 
British business investments in Tientsin in 1931.1 

In addition to the above estimate the Committee gives the follow- 
ing figures as a rough assessment of the British commercial stake 
in North China as a whole, inseparable from the specific investment 
in Tientsin: 

1C, F, Remer, Foreign Investments in China, 1933. 
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TABLE XX 
THE BRITISH COMMERCIAL STAKE IN NORTH CHINA 


Vested interests and possibilities of: - 
Asiatic Petroleum Company (North China), Ltd. 
Imperial Chemical Industries, Ltd. 
The British-American Tobacco Co., Ltd. 
The China Soap Company, Ltd. 
The International Export Co., Ltd. 
The Chinese Engineering and Mining Co., Ltd. AP e00,208 
British interest in the Port of Chinwangtao 
The Pekin Syndicate, Ltd. 
British interest in the Mentoukuo Mining Co., Ltd. 
Banking: Insurance: Shipping 
British Holdings of Chinese Government Obligations: 
Tientsin-Pukow and Tientsin-Hankow Railways . Ch. $6,942,000 
Peking-Mukden and Taoching Railways . - ; £1,466,541 


If, for the purpose of estimating the entire British commercial 
interest based upon Tientsin, we add together the totals already 
given, we arrive at a sum of approximately £37 millions, but there 
must also be taken into consideration the value of British trade and 
of ‘goodwill’ as well as the loss which would accrue to British pro- 
fessional men and employees on the spot should the British interests 
as a whole in North China suffer impairment. It is, of course, hardly 
possible to give a figure for this, but it has been calculated that in the 
event of a total elimination of British interests St. $50 millions would 
be the least sum necessary for any reasonable compensation to 
private individuals in such a contingency. Writers dealing with the 
British stake in China have not infrequently drawn attention to 
yet another aspect of the case, namely, the fact that British capital 
and enterprise have played a pioneer part in the development of 
railways, mines, harbours, lighterage and conservancy work in 
North China, and have built up trading connections and business 
organizations which, under conditions of fair competition, would 
ensure to Great Britain a substantial share in the benefits of the 
development of an area which possesses great industrial and com- 
mercial possibilities. 


(ii) OTHER WESTERN INTERESTS 
These are considerably smaller than the British. Dr. Remer gave 
the following figures in his estimate of business investments in 
Tientsin in 1931: 
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TABLE XXI 
FOREIGN INVESTMENTS IN TIENTSIN 


American (figures for 3 3 firms premtng in Tientsin 


only) . ; : : . U.S. $2,644,600 
French . ‘ ; : . U.S. $1,200,000 
Russian (property and investments) . . , . Ch. $5,000,000 


American invéstment is mainly in the general import and export 
business. Some go per cent of the oil trade of North China is con- 
ducted by three companies, one British and two American, namely, 
the British Asiatic Petroleum Company and the American Standard 
Vacuum Company and the Texas Company. The largest of the 
public utilities in Tientsin is Belgian, the Compagnie de Tramways et 
@’ Eclairage, with a capital of Ch. $12,750,000. 

The following figures of investment in manufacturing industry by 
nationality have appeared in the Oriental Economist: 


TABLE XXII 
INVESTMENTS IN INDUSTRY 
No. of Capital 
Nationality Factories St.$ 
Japanese . : ; ; . 47 36,560,000 
Chinese . . : , . 47 42,182,000 
Others. : : : - 9 2,312,000 
Total . ; : , III 80,354,000 


About 50 per cent of the Chinese total is stated to represent 
British, American, German, Belgian and Netherlands investment in 
Sino-Foreign enterprises.* 


(iii) JAPANESE INTERESTS 


These grew considerably during 1933-7, a period of increasing 
Japanese penetration in North China generally. Developments in the 
cotton textile industry have already been described; apart from these, 
the most important was the organization, in August 1936, of the 
Tientsin Electric Company as a joint Sino-Japanese enterprise, with 
a capital of St. $8 millions, one-half of which was subscribed by the 
Kochu Kungssu (China Development Company) aided by the 
Federation of Electric Power Companies in Japan, and the other 
half by the Chinese Tientsin Municipality, which made its existing 


1 The Oriental Economist, August 1937. 
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power plant part of its capital contribution, borrowing the remainder 
from Japanese banks. The new Company embarked upon the con- 
struction of a 30,000-kilowatt plant in 1937. The Japanese were also, 
during this period, acquiring considerable quantities of land in and 
near Tientsin, a Chinese estimate of the total being 20,000 mow. 
It was, in fact, Chinese efforts to check this development which 
formed one of the causes of the friction which led to the opening of 
hostilities in North China in July 1937.2 Although for reasons both 
political and financial the more ambitious of the Japanese schemes 
for large-scale industrial development in Tientsin and North China 
generally had at that date advanced little beyond the paper stage, 
Japanese investment was, as has been said, increasing, and there was 
a fairly large transfer of Japanese capital from Shanghai to Tientsin. 
If we can accept a statement in The Oriental Economist for August 
1937, of the amount invested in industrial plant at Tientsin at the 
beginning of hostilities, nearly one-half was Japanese capital, repre- 
senting a sum of about St. $36 millions. 


1 Far Eastern Survey, Au pe 24th, 1938. 
® Survey of International Affairs, 1937, Vol. I, p. 177. 
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CHAPTER VI 
THE EFFECTS OF THE SINO-JAPANESE HOSTILITIES 
A. THE TRADE AND SHIPPING POSITION 


(i) IN 1937 : 
URING the first seven months of 1937, that is to say before 
the outbreak of general hostilities, Tientsin shared in the 
general upward trend of Chinese foreign trade. For the period 
January-July 1937 total imports were valued at Standard $69 
millions and exports at St. $98 millions, an increase of over 100 per 
cent in imports and 50 per cent in exports over those of the corres- 
ponding period for 1936. Although the smuggling traffic } continued 
it was on a somewhat lessened scale than in 1936, the situation being 
described as follows in the Annual Customs Survey: 


The smuggling situation in the North, the development of which 
has been recorded fully in the Reports for 1935 and 1936, showed little 
improvement during the opening months of the year. Goods of all 
kinds continued to find their way to Tientsin by rail from various 
points on the East Hopeh littoral without coming under Customs 
control, and although the railway Customs inspection posts under the 
Chief Inspection Bureau for the Prevention of Smuggling by Rail, 
which had been established in 1936 at various points on the Tientsin- 
Pukow, Peiping-Hankow, Nanking-Shanghai, and Shanghai-Hang- 
chow lines, continued to function with marked efficiency, with the 
result that distribution of illicit goods through these channels was 
effectively stopped, the use of motor trucks for the transport of goods 
southwards from Tientsin, which was first exploited during the latter 
part of 1936, continued unabated, the Customs land stations on the 
road exits from Tientsin being unable to cope with the menace in the 
face of the armed parties escorting the goods. Further measures were 
necessary to protect the province of Shantung from being flooded with 
illicit goods, and in February 1937 there was inaugurated, under 
Government instructions, a Customs Inspection Bureau for the Preven- 
tion of Smuggling by Highways and Inland Waters, which, with head- 
quarters at Tsinan, established stations at Tehchow, Huimin, Loling, 
and Lintsing, on the Shantung—Hopeh border. The activities of this 
Bureau, as also measures instituted by the provincial authorities in 
Hopeh, had an immediate effect, and distribution of illicit goods, except 
through the medium of the Pei-Ning Railway to Peiping, practically 
esa These successes found their counterpart in decreased arrivals 


1 See above, page 137. 
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in East Hopeh, but the accumulated stocks in Tientsin formed a 
stumbling-block to any teal solution of the smuggling problem... . 
Disruption of the rail service and the commandeering of rolling-stock 
for military purposes brought smuggling and the transportation of illicit 
goods from East Hopeh to a complete standstill for some time; towards 
the close of the year, however, when the theatre of war had moved 
farther south and the Hopeh area had become more tranquil, smugglers 
were quick to resume their illegal trade, and the restrictions placed on 
Customs activities both in East Hopeh and on the Peiping-Liaoning 
Railway rendered it impossible to check the considerable quantities of 
illicit goods entering the area and being transported westwards.1 


The outbreak of the Sino-Japanese conflict in North China swiftly 
changed the bright prospects for trade. At the end of July Tientsin 
itself was the scene of fighting, which was accompanied by consider- 
able damage and destruction in the Chinese-administered areas, while 
the general conflict in the northern provinces during August- 
December, which brought banditry and chaos in its wake, exerted a 
paralysing effect upon trade. Furthermore, the widespread destitu- 
tion and suffering caused by the war were aggravated by severe 
floods in Hopei and Shantung. The full effects of this unhappy con- 
catenation of circumstances were felt at Tientsin. 


Importing firms lost heavily partly through the inability of customers 
to obtain funds and partly due to their inability to locate their customers 
in the interior. In many cases also, goods destined for Tientsin were 
landed en route and sailings for North China were curtailed, while 
orders already placed abroad had to be cancelled. The lot of exporters 
was no better, disruptions of railway communications and other means 
of transport completely cutting off Tientsin from its sources of supply, 
while unfavourable offers from markets abroad for all commodities 
also served to hamper the export trade.? 


Thanks, however, to the prosperous conditions which prevailed 
during the peaceful first six months of 1937, the value for the whole 
year of direct exports from Tientsin rose from St. $117-8 millions 
in 1936 to St. $128-9 millions, and the value of direct foreign imports 
from St. $72-6 millions to St. $84-1 millions. Coastwise imports and 
exports of Chinese produce naturally declined, and shipping clear- 
ances fell from 5,165,247 tons to 4,389,803 tons, the position of the 
leading countries being as follows:? 


1 China Maritime Customs Annual Report, 1937, Vol. 1, Part I, pp. 9-10. 
3 Ibid., p. 12. 3 Ibid. 
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TABLE XXIII 


SHIPPING AT TIENTSIN, 1937 


Flag Tons 
British . : , , . 1,464,000 
Japanese : : : ; - 1,323,759 
Chinese . : : : - 1,144,046 


(ii) IN 1938 

During 1938 the position again altered very considerably. While 
conditions in the northern provinces remained disturbed owing to 
banditry and guerrilla warfare, the removal of the main fighting 
to the provinces south of the Yellow River resulted in a revival of 
trade in the North. The revised import tariff rates promulgated by 
the ‘Provisional Government of China’ in Peking in January made 
smuggling no longer profitable and the Customs were able to report 
that the usual landing-places of illicit goods were deserted and that 
Customs control had been re-established.1 A large expansion took 
place in the import trade into Tientsin and, owing to this and to the 
disturbed situation at Shanghai and at the Yangtze ports, the propor- 
tionate share of Tientsin in the total foreign trade and in the customs 
revenue collection rose steeply, the percentage in the case of imports 
increasing from 8-79 in 1937 to 26-17 in 1938, and the percentage of 
exports from 15-36 in 1937 to 23-05 in 1938, while Tientsin’s con- 
tribution to customs revenue rose from 9-7 per cent in 1937 to 
22°17 per cent in 1938. 

The following tables show the changes which occurred between 
1936 and 1938 in the trade of Tientsin and the relative positions of 
the leading foreign countries in the shipping of the port in the 
latter year: 


TABLE XXIV 
TOTAL TRADE OF TIENTSIN, 1936-8 2 

Imports into Exports from 
(in Customs (in Standard 

Year Gold Units) dollars) 
1936. , +: 32,117,443 117,826,623 
1937 - + + 36,973,230 128,872,306 
1938 . : - 101,460,257 176,060,947 

1 China Maritime Customs Annual Report, 1938. 2 Ibid. 
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TABLE XXV 


SHIPPING AT TIENTSIN IN 1938 


Total Tonnage . . + 59$79559 
Japanese __,, . : . 2,292,607 
British $3 ; ‘ - 1,763,461 
Chinese 3 " : : 287,296 


The figures in Table XXIV indicate correctly the great rise in 
imports in 1938, but owing to the fall in the value of the Chinese 
dollar during 1938, they give a false impression of the export situa- 
tion. When the round figures are converted into sterling at the 
average rates prevailing in each of the three years,! a clearer view 
of the position is obtained: 


TABLE XXVI 
STERLING FIGURES OF IMPORTS AND EXPORTS 193 6-8 
(In £, millions) 
Imports into Exports from 

Year Tientsin Tientsin 
1936. : ’ - 453 69 
1937 : : - jo 7S 
1938. . . - 140 73 


Measured in terms of a gold-standard currency, there was therefore 
an immense increase in imports, but actually a fall in exports during 
1938. 

We may now consider the position of individual countries as it 
was affected by war conditions. 


1 Customs Gold Unit—324d, in 1936 and 1937, 334d. in 1938; Standard dollar— 
14d, in 1936 and 1937, 10d. in 1938. 
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TABLE XXVII 


PERCENTAGE SHARES IN TIENTSIN FOREIGN TRADE OF THE 
PRINCIPAL POWERS ! 


ae United States 
British : Japanese 
Year : lof America and P German 
Empire Deperiiencies Empire | 
J | 
Imports from 
1936 . 2... 14°95 12°32 39°43 15°20 
1937 . . «.. 16:06 11°76 36-96 18°36 
1938 . ee 15°43 9°17 59°99 5°74 
Exports to 
1936 . . . . 17°37 37°84 28-81 9°32 
1937 . « « 14°99 44°98 22°19 12°87 
1938 2. ww 11°67 18-00 55°79 10°61 


Taking the actual trade figures and converting as before into 
sterling at the prevailing rates of exchange, we obtain the following 
results: 


TABLE XXVIII 


VALUE OF IMPORTS AND EXPORTS FROM THE PRINCIPAL 
POWERS, 1936-8 


United States 


Year of America Japan Germany | Great Britain 
Imports into Tientsin from: 
£ | £ 
1936 . 2. . 530,000 | 1,600,000 690,000 344,000 
19370 6 te 585,000 | 1,720,000 920,000 478,000 
1938 . . . «| 1,280,000 | 7,570,000 809,000 499,000 
Exports from Tientsin to: 
1936 . . . . | 2,584,000 | 1,659,000 642,000 605,000 
1937 - « « «| 3,178,000 | 1,469,000 968,000 585,000 
1938 . . .« «| 1,302,000 | 3,260,000 778,000 490,000 


1 China Maritime Customs Annual Report, 1938. 
1§7 


These figures reveal in the first place a falling off in 1938 of the 
shares of the Western Powers in the export trade and a great 
increase in the share of Japan. Secondly, they show a progressive 
increase of imports from Western countries except Germany in 
1938. This, however, may be regarded as mainly, if not wholly, due 
to a diversion of import trade from Shanghai and Tsingtao to North 
China, owing to the closing to Western trade of the Yangtze River 
and the lack of harbour facilities at Tsingtao. In regard to exports 
from Tientsin to Western countries, and particularly to the United 
States, the figures show clearly the extent to which the normal trade 
machinery became dislocated. In contrast to the unsatisfactory posi- 
tion of the Western Powers is the great increase in the trade both 
ways with Japan. To a large degree this could be attributed, par- 
ticularly with regard to Japanese imports into Tientsin, to abnorma- 
lities arising out of the war situation. Very large imports of cereals 
came from Japan to feed the populations of Chinese cities,! whose 
normal sources of supply from the interior had been interrupted by 
the ravages of war, breakdown in communications and the refusal 
of the Chinese ‘guerrilla administrations’ to allow foodstuffs to go 
to arcas occupied by the Japanese. Destruction of cotton mills in 
North China opened the way also to a large importation of Japanese 
piece-goods. 

The direct effects of the war were, however, not alone sufficient 
to account for the Japanese gain in trade. The explanation must be 
sought also in the various measures taken by the Japanese authorities 
and by the Japancse-controlled administrations in North China and 
in Inncr Mongolia to build up a Japan—Manchukuo-China economic 
bloc and to divert the trade of North China from Western to Japanese 
channcls. As the future of Tientsin depends upon that of the whole 
of North China, these measures have an obvious bearing on the out- 
look for Western trading and financial interests in that city. Before 
entering on an explanation of them in a fresh section of this chapter 
it will, however, be uscful to analyse the character of the Japanese 
trade with Ticntsin as shown in the following table: 


1 Large amounts have also been imported from Australia, as Japan could not supply 
the whole demand for flour and wheat. 
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TABLE XXIX 


IMPORTS FROM JAPAN INTO TIENTSIN IN 1937 AND 1938 


1938 
2,546,079 
2,730,628 

416,061 

52,681 


597453449 


3,277,804 
3,695,612 
5545 5,885 
2,397,925 
11,507,177 
2,627,886 
816,674 
941,563 
2,128,987 
1,039,633 


1938 
64,960,637 
1,221,426 
922,194 
1,880,382 


(In Customs Gold Units) + 
1937 

Cotton fie ek (grey) : 27,887 
5% ss (white or dyed) . , 139,190 

55 “ (printed) . ‘ 18,891 

$3 a (miscellaneous) . : 9,878 
Total F : ; ; : 195,846 

Wool and woollen manufactures : - 346,269 
Silk and silk manufactures : : ; $16,423 
Machinery and tools ‘< : . 2,502,042 
Miscellaneous metal manufactures . - 823,495 
Cereals and flour . : : : ‘ 54,514 
Sugar . ; : : : . ‘ 323,377 
Fruits . . 5 g 88,823 
Animal products, groceries, etc. ; ; 19,033 
Chemicals and pharmaceuticals . / 0 +) 453,381 
Dyes, etc. - - : ; ‘ 2 425,660 

TABLE XXX 
EXPORTS FROM TIENTSIN TO JAPAN IN 1937 AND 1938 
(In Standard dollars) 
Commodit: 1937 

Textile fibres (wool and cotton) : . 14,887,728 
Ores and metals (iron ore) : : . 12,501 
Fuel (coal) . : : ; ‘ -  —-3$3,567 
Chemicals (salt) . ; ‘ : - 1,385,692 
Hides, leather, skins . ‘ ; i 554,673 


1,400,076 


B. THE POLITICAL SITUATION AS AFFECTING 


COMMERCE AND INDUSTRY 


The principal measures taken by the Japanese and the ‘Provisional 
Government of the Republic of China’ affecting business and com- 
merce may be described under four headings, namely the Chinese 
Customs, the Chinese tariff, the North China currency, and, lastly, 


monopolies and Development Companies. 


1 China Maritime Customs Annual Report, 1938. 
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(1) THE CHINESE MARITIME CUSTOMS 


The Japanese military occupation of the chief cities of North 
China was tollowed by the taxing over ot the local Chinese Govern- 
ment organizations. On August 9th, 1937, it was reported in the press 
from Tientsin that, with rezard to the Salt Gabelle, the Japanese 
Co-Director of the Chanz!u Salt Administration had assumed sole 
control. In October of the same vear the Japanese established con- 
trol over the postal administration in North China, and installed 
advisers in the Peiping and Tientsin post offices. At about the same 
time an arrangement was made between the Japanese and the 
Customs administration authorities at Tientsin by which the Cus- 
toms revenues were to be paid into the Yokohama Specie Bank, 
from which withdrawals might be made as before for local purposes 
(such as the quarantine service and the Haiho Conservancy), but 
not for the service of the Chinese domestic loans. With regard to the 
foreign loan service, it was stated at the time that remittances would 
be made to cover the proportion of this due from the Tientsin 
revenue, and Mr. Eden said in the House of Commons on Novem- 
ber 24th, 1937, that he understood that remittances, though not 
regular or of adequate amount, were being made. This proved, 
however, not to be the case, for on February 15th, 1938, Lord 
Plymouth, the Under-Secretary for Foreign Affairs, made the 
following statement in the House of Lords on the Customs adminis- 
tration in North China: 

The present position is that Mr. Myers, who is the Customs Com- 
missioner at Tientsin, agreed last autumn, under the threat of seizure 
of the Customs by the military authorities, to bank all Customs revenues 
in the Yokohama Specie Bank. It was understood that in due course 
remittances would be made from that bank to Shanghai to meet the 
service of the loan, but no remittance has so far been made, and I under- 
stand that no remittance is likely to be made until the position at 
Shanghai has been cleared up.1 
Later, on May 3rd, 1938, the British and Japanese Governments 

concluded an agreement, dealing with the disposal of the Chinese 
Customs revenue in ‘occupied’ areas. The agreement, however, met 
with objections from the Chinese Government and consequently did 
not come into effect. The Inspector-General of Customs, in his 
Annual Report for 1938, stated that, with the exception of one pay- 
ment from the Shanghai Customs in June, no loan quota had been 
received from any of the regions in Japanese military occupation.* 


1 Hansard (House of Lords}, Vol. 107, February 15th, 1938. 
3 Finance and Commerce, January 4th, 1938. 
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(ii) THE CHINESE CUSTOMS TARIFF 


On January 22nd, 1938, the ‘Provisional Government of the 
Chinese Republic’ proclaimed a revision of the import and export 
rates of the Chinese National Government’s tariff of 1934. The 
import duties on cotton piece-goods were reduced by amounts vary- 
ing according to the class of goods from 34 per cent to 55 per cent; 
on woollen piece-goods by amounts ranging from 25 per cent to 
45 per cent; and on artificial silk floss and yarn by 74 per cent. 
Duties on metal manufactures were lowered by 40 per cent to 50 per 
cent; on timber by 50 per cent; on paper by 40 per cent to 55 per 
cent; on sugar by 38 per cent to 53 per cent, and on fishery and sea 
products by 33 per cent to 60 per cent. Agricultural machinery, 
flour, rice and paddy were put on the free list. Substantial reductions 
were also made in the export duties on wool (50 per cent), bristles, 
and certain classes of textiles. Cotton seed and linseed were added to 
the free list, while raw cotton, iron ore and iron and steel were tem- 
porarily exempted from export duty. There was no discrimination 
as to the country of origin or destination of these imports or exports. 
The British Ambassador in Tokyo was, however, instructed to pro- 
test on the ground that the introduction of a special tariff for North 
China was contrary to the treaty provision for a uniform tariff for 
all China and prejudicial to the integrity of the Customs administra- 
tion.* On March 24th Mr. Butler clarified the British position in 
regard to the revised tariff applicable in North China by the follow- 
ing statement: . 


As has already been stated in this House, the new rates, which con- 
sist entirely of reductions on the rates previously in force, appear to 
tend to favour Japanese trade. Apart, however, from a general com- 
plaint received from a trade organization as to the prejudice caused to 
British trade by present conditions in North China, no specific instances 
of hardship resulting from the revised tariff have so far been brought 
to notice. The reply of the Japanese Government to the protest which 
was made to them has just been received. The Japanese Government 
disclaim responsibility for the revision of the Customs rates enacted by 
the Peking Provisional Government; and contend that a reduction of 
duties on a few commodities needed for rehabilitation and relief or as 
daily necessities was unavoidable. The reply also states that there has 
been no discrimination against third Powers, and that the revision 
has had the effect of doing away with the special trade in East Hopei.® 


1 China Maritime Customs Annual Report, 1938. 
® Hansard [House of Commons), Vol, 331, February 3rd, 1938. 
9 Ibid., Vol. 333, March 24th, 1938. 
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On March 28th, 1938, the ‘Reformed Government of the Republic 
of China’ was inaugurated at Nanking, and on May 31st this body 
and the ‘Provisional Government’ in Peking, acting in unison, 
issued decrees providing for the adoption of new tariff rates to be 
effective in the areas under their control. The new rates as compared 
with the Tariff of 1934 meant a 40 per cent to 50 per cent reduction 
in the duties on cotton manufactures, woollen and worsted goods, 
rayon piece-goods, metal manufactures, aquatic products, sugar and 
cement. Considerable reductions were also effected in the duties on 
fertilizers, paper and medicines and dyes. Mining and ore-refining 
machinery, seeds, serums and vaccines were placed on the free list.1 
As in the first revision in January, these rates applied to all goods 
regardless of the country of origin or destination. 

A Japanese view of the tariff changes was given in the following 
comment upon the effects of the new tariff for Japan and for other 
countries which appeared in The Oriental Economist: 


The present tariff revision has effected a 40 per cent to 50 per cent 
reduction in the duty rates on cotton manufactures, woollen and 
worsted goods, rayon piece-goods, metal manufactures, aquatic pro- 
ducts and sugar. As a result the outlook for better export movements 
from Japan has improved materially, yet it must be admitted that at 
pot there can be no sharp increase in the exports from this country 

cause the purchasing power of China is now at low ebb, and the high- 
pressure selling of cotton goods is not advisable due to the adverse 
effect it would have on the operations of Japanese cotton mills in China. 
The more important consideration now is the lack of any surplus in 
Japan’s production capacity. Under the prevailing conditions, this 
country cannot be over-enthusiastic about accelerating exports to North 
and Central China, where the acquisition of foreign currency is out of 
the question. 

The new tariff therefore is destined to be a useful stone in the 
foundation on which to build a yen currency bloc embracing Japan, 
Manchoukuo and China through which the value of the yen and the 
yuan can be held at par, but it would be premature to conclude that 
Japan will reap any great or immediate benefit in respect of foreign 
trade. 

On the other hand, Britain, America, Germany and other countries 
can enjoy the full benefit of the revised tariff, although not perhaps to 
the same extent Japan would under ordinary circumstances. These 
western countries have more or less specialized in exports to China 
of iron and steel, machinery and chemical products, and even for these 
items the rates have been materially reduced.? 


1 Finance and Commerce, June 8th, 1938. 
® The Oriental Economist, July 1938, p. 417. 
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(iil) THE CURRENCY OF NORTH CHINA 

Of the measures instituted by the Peking ‘Provisional Govern- 
ment’ at Japanese instigation, none caused greater disturbance to the 
commercial community of Tientsin than those which were directed 
towards the introduction of a new currency in Narth China. The 
action taken to this end and the situation which resulted claim 
therefore a special degree of attention in the present record. 

To explain the developments which took place during the period 
of Sino-Japanese hostilities it is necessary to go back to an earlier 
period and refer to the Chinese monetary reforms of November 
1935, which included the introduction of a managed currency and 
the demonetization of silver. These reforms had been viewed in 
Japan with a disfavour which their conspicuous success naturally did 
not lessen. Except at Shanghai, the Japanese banks refused to co- 
operate by handing over their silver stocks to the Chinese Govern- 
ment banks (as was done by’ the other foreign banks) and in the 
north Japanese pressure was applied to prevent the silver stocks of 
the Chinese Government banks in Peking and Tientsin from being 
sent to Shanghai. This silver, amounting to St.$50-6o millions, 
remained stored in bank vaults in the British and French Conces- 
sions at Tientsin and in the Legation Quarter in Peking. 

After the Japanese had occupied the North China cities, they 
determined to introduce a new paper currency in North China linked 
to, and on a par with, the yen. This followed the precedent of a 
course of action which had already been successfully adopted in 
Manchukuo. There was, however, an essential difference between the 
situation in Manchukuo in 1932 and that in North China in 1937. 
The inflationary policy pursued by Marshals Chang Tso-lin and 
Chang Hsueh-liang in Manchuria had made the existing paper cur- 
rency almost worthless, so that a popular welcome awaited the 
currency stabilization introduced by the Japanese. In North China, 
on the other hand, the Japanese were engaging in an endeavour to 
force out of circulation a currency which was itself the result of a 
successful reform and which had sufficient metallic reserves behind 
it to enable it to bear up under the test of hostilities, the exchange 
rate of the Chinese standard dollar being successfully maintained 
from July 1937 to the end of March 1938, when it depreciated from 
1s. 2d. to 8d., but was held at the latter level until the recent fresh 
fall which took place in and after June 1939. 

The first important step in the Japanese currency campaign was 
taken on February 11th, 1938, when a new State bank of issue, the 

163 


‘Federal Reserve Bank’, was inaugurated in Peking, with Mr. Wang 
Shih-ching as Governor. The total capital was to be Ch. $50 millions, 
one-half of which was to be paid up immediately. Mr. Wang an- 
nounced that the ‘Provincial Government’ had paid its moiety by 
negotiating a loan of Ch. $12} millions from the Bank of Chosen, the 
Japan Industrial Development Bank and the Yokohama Specie Bank. 
It was intended to raise the remaining half of the paid-up capital 
from the local Chinese Banks, including the branches of the Bank of 
China and the Bank of Communications,! and it was understood that 
the sponsors of the new Bank counted upon securing as its main 
reserve the silver stocks which, as mentioned above, were held by 
the Chinese banks and stored in the Tientsin foreign concessions and 
the Legation Quarter in Peking. But the managers of the Chinese 
Government Banks evaded the pressure brought upon them to hand 
over these stocks by departing to Hongkong, and the subordinate 
officials who remained in charge adhered to the instructions received 
from their head offices to take no part in the operations of the 
Federal Reserve Bank.? The Japanese authorities were thus unable 
to lay hands upon the silver stocks of the Chinese banks, without 
help from the foreign authorities in the Tientsin Concessions and the 
Legation Quarter in Peiping. This help was withheld since the for- 
eign authorities held the view that it would be a breach of faith on 
their part to allow unauthorized access to this silver, or to compel 
its removal outside the foreign-administered areas, where it could 
be seized by the ‘Provisional Government’. The silver therefore 
remained immobilized. 

The Federal Reserve Bank opened for business on March roth, 
1938, having obtained a credit of 100,000,000 yen from the Bank of 
Japan. Its head office was established in Peking, with a branch office 
in Tientsin. In a statement issued on March 11th, the Provisional 
Government announced their intention of making, within the period 
of one year, the note issue of the new bank the only legal tender in 
North China. Notes of the Bank of China and of the Bank of Com- 
munications with the issue marks of Tientsin, Tsingtao or Shantung 
branches and those of the Hopei Provincial Bank and of the Bank of 
East Chahar were to continue to circulate for a year, while those 
notes of the Central Bank of China, the Bank of Communications 
and the Bank of China which had not a northern mark of issue, were 


1 The Times, February 12th, 1938. 
2 The (non-Government) East Hopei and Hopei Banks did co-operate. The Oriental 
Economist, April 1939. 
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to be retired within three months. All these notes during the period 
of their circulation were to stand at parity with the new legal tender. 

The foreign exchange rate for Federal Reserve Bank notes was 
officially fixed at par with the yen (15. 2d.), but as the only foreign 
reserves of the Bank consisted of the above-mentioned credit from 
‘the Bank of Japan, which could not be used for transactions in other 
foreign currencies, the Federal Reserve Bank had no resources for 
dealing in foreign exchange. Consequently the foreign banks declined 
to accept Federal Reserve Bank notes except for holding in special 
accounts not convertible into Chinese national currency. 

Although, as already mentioned, the exchange value of the Chinese 
national dollar fell to around 8d. at the end of March 1938, it con- 
tinued to be preferred over the Federal Reserve Bank notes partly 
because it commanded a free exchange into foreign currencies, the 
rates of exchange at Tientsin being quoted by the foreign banks on 
the basis of the value of imports and exports passing through their 
hands. The Chinese population in North China as a whole showed, 
moreover, considerable reluctance to abandon the old currency for 
the new and the circulation of the latter increased slowly in spite of 
the compulsion on merchants to accept it in payment for Japanese 
Army purchases. In Tientsin the British and French Municipal Coun- 
cils permitted ratepayers to pay their dues in the new currency. 

The ‘Provisional Government’ proceeded, nevertheless, with 
measures for the elimination of the old currency. In June 1938, they 
prohibited the further circulation in North China of Chinese Govern- 
ment notes issued elsewhere than in North China, and on August 7th 
decreed that the North China issues themselves should be devalued 
by 10 per cent in relation to Federal Reserve Bank notes. On January 
4th, 1939, it decreed a devaluation by a further 30 per cent of National 
Government notes, to become effective on February 2oth. These 
measures had no effect, however, in the free exchange market, where 
the national currency continued to be bought and sold at a premium 
in relation to the Federal Reserve Bank notes. 

As the Japanese banks could only offer to buy export bills against 
Federal Reserve Bank currency at the artificial level of exchange in- 
volving loss for the exporter, the financing of the export business of 
Tientsin remained almost entirely in the hands of the foreign banks 
who could still offer national currency. The ‘Provisional Govern- 
ment’ therefore took action to compel exporters to sell against 
Federal Reserve Bank currency at the official rates, and on March " 
and, 1939, the Superintendent of Customs at Tientsin issued, under 
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their instructions, a notice to the general effect that the Coscoms 
would issue export permits only when satisfied by a ceriscate from 
the F'cderal Reserve Bank that the foreign exchange concerned bad 
been sold as required. 

‘Ihe articles covered in this order comprised most of Tiex=s:n’s 
ataple exports, except hides and skins which were already uscer an 
ciubarpo imposed in June 1938. The list of articles was as fclows: 
cpps and cpp products, walnuts, groundnut oil, groundnuts in shell 
or shelled, apricot seeds, cotton seeds, tobacco leaf, vermiceiii and 
macaroni, coal, woollen carpets, straw braid, salt. 

'Lhix measure failed conspicuously in its purpose. Its results were 
decribed thus in an article published in the Financial News towards 
the end of April: 

It in now clear that the system of exchange and import control 
introduced in the Japanese-controlled areas in North China six weeks 
apo hax proved an almost complete failure. The Japanese effort to 
extablinh the convertible yuan currency as sole legal tender met with 
Ho xuccess and forcizn trade continues to be carried on largely on the 
havin of the Chinese national currency as hitherto. The enforcement of 
the Japanexe restrictions, it was expected, would bring the trade of 
North China to a complete standstill, That has not occurred, chiefly 
because the Japanese authorities, probably realizing the immensity of 
the problem with which they are faced, have made no effort as yet to 
insist upon the complete enforcement of the new regulations.1 


In the meantime the Peking Government had proceeded with the 
task of eliminating the old currency in North China. They had, how- 
ever, to modify their original intentions of evicting the standard 
dollar entirely by the end of a year from the territories over which 
they claimed control. They found themselves obliged to make a dis- 
tinction between areas really controlled (chiefly the larger towns in- 
cluding, of course, Tientsin) and areas only nominally controlled and 
now designated as ‘bandit’. On March roth they announced that as 
from the following day, North China would be divided into two 
zones, a Federal Reserve zone, consisting of the towns of Peking, 
Tientsin, Tsingtao, Tsinan, Taiyuan, Tangshan, Shihchiachang, 
Chefoo, Shanhaikuan, Linfeng and Hsingshing, in which Federal 
Reserve Bank notes were to be the only legal currency, with penal- 
ties for the continued use of the Chinese national currency; and a 
‘bandit zone’—the rest of North China—to which the circulation of 
the Federal Reserve currency was to be extended after ‘the extension 
of Japanese military operations’.® 

1 Financial News, April 25th, 1939. 2 The Times, March 11th, 1939. 
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At the end of April the new currency found itself, in spite of all 
these measures, at a discount of 17 per cent on its nominal value as 
compared with a discount of 4 per cent at the time of the introduc- 
tion of regulations making it sole legal tender in the eleven prin- 
cipal towns of the ‘Federal Reserve Zone’. So far as foreign trade was 
concerned, exporters evaded the requirements of the ‘Provisional 
Government’s’ new regulations to turn over foreign exchange to 
the Federal Reserve Bank, and foreign banks (including the German 
and Italian banks) continued to provide foreign exchange to ex- 
porters without insisting upon the production of the strictly neces- 
sary permit. The general attitude could thus be described as one of 
‘passive resistance’ against any attempt to enforce the yuan rate, 
which, it was held, would in the majority of cases make Chinese 
goods so expensive abroad that trade would be brought to a stand- 
still. Meanwhile business was inevitably hampered by the mere 
existence of the regulations, and by uncertainty as to the chances of 
their more effective application, which made long-term contracts 
impossible and forced business to be conducted on what may be 
termed a day-to-day basis.1 


(iv) MONOPOLIES AND DEVELOPMENT COMPANIES 


The introduction of Japanese monopolies was undoubtedly one 
of the chief causes of diverting trade in North China into Japanese 
channels, and its effects on the commercial interests of other coun- 
tries at Tientsin has been correspondingly great. With regard to the 
important export trade in raw wool, the Japanese-sponsored Meng- 
chiang (Inner Mongolian) administration was reported to have given 
an exclusive franchise to a Japanese purchasing guild. This wool 
monopoly was made the subject of various diplomatic representa- 
tions on the part of the British and United States Governments, 
including the general Note of protest presented by the latter Govern- 
ment on October 6th, 1938, and made public on the 27th. The 
Japanese reply of November 18th stated that while control of pur- 
chasing agencies had been enforced for a time in the Mongolian 
region, it had been discontinued. The existing situation * is under- 
stood to be that the Mengchiang administration has instituted a 
system of export and exchange controls on all Inner Mongolian 
produce and that no facilities are granted to British or American 
buyers unless the purchases are paid for in foreign currency through 
the Mengchiang Bank at the official rate of 15. 2d. per Mengchiang 

1 Financial News, April 25th, 1939. i.e. in July 1939. 
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yuan, a procedure which meets with the same objections as in the 
case of the Federal Reserve Bank notes. Furthermore, the ‘Pro- 
visional Government’ in Peking has placed an embargo on the 
export from Tientsin of sheep’s wool, hides, jute and hemp, as well 
as on certain classes of furs. No export of raw cotton is possible 
without a permit from the Ministry of Industries of the ‘Provisional 
Government’. The effect of these various restrictions and regulations 
has been the exclusion of British merchants from the export trade in 
cotton and that it has been only with great difficulty that they have 
retained any footing in the wool trade. 

In Inner Mongolia the Japanese-sponsored administration has 
assumed control over the sale, purchase and transportation of oil, 
and appointed a Japanese company as its official agency, but a 
threatened Japanese monopoly of oil distribution in North China 
has not so far been translated into fact. 

At Chefoo and Tsingtao, where, owing to the absence of foreign 
concessions, Japanese control has been more complete than at Tient- 
sin, the export trade is subject to permits by the Japanese naval 
authorities, which are granted only if the transaction is carried out 
through a Japanese bank at the official rate of exchange for the 
Federal Reserve Bank currency. 

The necessary machinery for further monopoly exploitation in a 
number of different fields was afforded by the establishment of a 
number of Japanese Development Companies. In March 1938 the 
Japanese Diet approved a bill for the establishment of the North 
China Development Company, with a capital of 350,000,000 yen, half 
of which was to be subscribed by the Japanese Government. The ‘Law 
Concerning the North China Development Co., Ltd.’ was promul- 
gated on April 30th, 1938, and the Company began operations on 
November 7th, with Mr. S. Otani as President. The Company is a 
holding company for investing in, and financing, subsidiary com- 
panies which engage directly in reconstruction and development 
enterprises. Article 14 of the law establishing the Company provides 
that it shall invest in, finance, co-ordinate and adjust the operations 
of the following enterprises: transportation, harbour and port im- 
provements, communications, generation and transmission of elec- 
tricity, the mining, manufacture and sale of salt; and ‘enterprises 
other than the above-named whose co-ordination and adjustment are 
particularly necessary for accelerating economic developments in 
North China’. Among its subsidiaries are a new railway company 
formed to manage the existing North China railways and such new 
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lines as may be constructed, and the North China Telegraph and 
Telephone Company, which was established on July 30th, 1938, with 
a capital of 35,000,000 yen. Other projects to be undertaken include 
the improvement of the ports and harbours of North China (in par- 
ticular the construction of a new port outside the mouth of the Hai 
Ho), the control of electrical generation and electricity transmission 
systems, the exploitation of the iron and coal reserves of North 
China, the increased production of salt and its export to Japan. 

The close association between the North China Development 
Company and the Japanese Government is evidenced by the already 
mentioned fact that one half-share of the investment capital is sup- 
plied by the Government, and also by the provision of special privi- 
leges granted by the Government to the Company and by the 
arrangements for official supervision. The Company is authorized to 
issue debentures up to an amount equal to five times its paid-up 
capital, and to declare preferential dividends of 6 per cent on shares 
owned by private interests. To make this possible the Government 
undertook to grant subsidies to the Company for the first five years 
of its existence, while the payment of both principal and interest on 
the Company’s loans is officially guaranteed. The operations of the 
Company are subject to Government approval and ‘the Government 
may give the companies such orders as are deemed necessary for the 
purpose of their supervision and of national defence’. 

Western interests in North China are thus confronted by a large 
Japanese Government-controlled concern which, backed by the 
power and resources of the Japanese Government, is endeavouring 
to exploit on a monopolistic basis the hitherto largely untapped re- 
sources of North China. That the establishment of the new organiza- 
tions implied discrimination against foreign interests has been denied 
by the Japanese Government. When the United States Government 
raised the issue in their Note of October 6th, 1938, the Japanese 
Government replied that the North China Development Company 
(as well as the Central China Development Company) had been 
established with a view to the restoration of China’s economic, 
financial and industrial life, that there was no intention of discrimin- 
ating against foreign interests and that the participation of third 
Powers would be welcomed heartily ‘on the basis of the new situa- 
tion that has arisen’.? 

On the other hand, the Japanese Minister for Foreign Affairs 

1 Tokyo Gazette, December 1938. 

3 Japanese Note of November Path; 1938. Text in Contemporary Japan, December 1938. 
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admitted that restrictions on foreign interests were in some degree 
inevitable. In a statement to the Imperial Diet on January 21st, 1939, 
Mr. Arita said, speaking with reference to the position of third 
parties in China: 

If we are to embark upon the creation of a new order in East Asia 
through mutual assistance and solidarity between Japan, Manchukuo 
and China, it will of course be necessary to enforce certain restrictions 
and regulations in spheres having a vital bearing upon the national 
defence and economic independence of the three countries. But these 
measures will be confined to the minimum requirements, being directed 
towards no other purpose than that of enabling East Asia to function 
well as a link in the chain of world economy and to contribute to the 
general prosperity of mankind. Consequently there will be left open 
vast fields wherein not only will the rights and interests of other 
countries and commercial and other peaceful enterprises of their 
nationals remain absolutely unaffected, but wherein foreign participa- 
tion will be really welcome, so that it is confidently expected that the 
economic activities of other Powers will be more than ever stimulated 
under the new order. 


As yet these comprehensive Japanese development plans remain 
largely in the ‘blueprint’ stage, owing to the difficulties inherent in 
the state of war and to the limitations of effective Japanese authority 
in the North China area. Other causes too have delayed development. 
For instance, in Tientsin the expansion of Japanese textile interests 
has been hampered by difficulties in obtaining adequate cotton sup- 
plies on account of the abnormal war demand in Japan. An enumera- 
tion of actual achievements would, however, include the follow- 
ing. At Tientsin eight Chinese flour mills have been purchased by 
Japanese milling firms, as has also Messrs. Karatzas’ cigarette factory. 
Paper manufacturing, machine and engineering works, dyes and 
chemical works are in process of establishment.? Within the area of 
North China generally, the Lungyen Iron Mines were reopened on 
December zoth, 1937, and a beginning was made in the shipping to 
Japan of some 60,000 tons of previously extracted ore. The Japanese 
also purchased at the end of 1937 the German interest in the Ching- 
shing collieries, but there they have been faced with transportation 
difficulties which have made difficult the exportation of the products 
to Japan. The only new railway of importance which has so far been 
completed is a line connecting Peiping with Chengteh, the capital of 
the province of Jehol, which was opened to traffic in the spring of 
1938. 


1 The Japan Weekly Chronicle, January 26th, 1939. 
3 Far Eastern Survey, May 4th, 1938. 
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There have been cases in which the larger foreign establishments 
in North China have been able to work amicably with the Japanese. 
The Kailan Mining Administration, which represents the largest 
single British investment in North China and has its head office in 
Tientsin, after having successfully resisted a strike movement during 
March 1938, reached—to quote from the Chairman’s speech at the 
Annual Meeting—‘a better understanding with the Japanese authori- 
ties in North China, who are showing every disposition to protect 
the Administration and assist in increasing the production and trans- 
port of Kaiping coal’. The sales of coal materially increased during 
1938 and, to meet the growing demand from Japan, China and the 
Far East generally, the Administration planned the opening of a new 
mine, capable of producing a million tons of coal per annum. For the 
year ending June 30th, 1938, the Company declared a dividend of 
74 per cent as against one of 5 per cent for the preceding year.! To 
take another instance, the British-American Tobacco Company was 
reported to have come to an agreement in May 1938 with the Federal 
Reserve Bank for the supply of currency for the purchase of leaf 
tobacco in Shantung.? 


1 The Times, December 30th, 1938. 
2 Far Eastern Survey, October 12th, 1938. 
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PART III: DIPLOMATIC 


CHAPTER VII 


THE POLITICAL AND DIPLOMATIC SITUATION IN 
RESPECT TO TIENTSIN SINCE JULY 1937 


N JULY 1037 the Chinese Municipal Area of Tientsin, including 
the Special Administrative Areas, came under the control of the 
Japanese Army. A Peace Maintenance Commission was established 
at Tientsin under Japanese military auspices, and this was made sub- 
ordinate to the ‘Provisional Government of the Chinese Republic’ 
when that body came into being in Peking on December 14th.! Dur- 
ing 1038-9 the relationships between the Japanese military officials 
and thar Chinese pro¢éves on the one hand, and the authorities of the 
British Municipal Area and the French Concession on the other, 
were marked by a series of crises.? 

The various particular points of dispute may be said to have arisen 
out of two main differences of opinion. Firstly, the Japanese were 
incensed at the retusal of the British and French authorities, and of 
the Western financial and mercantile houses, to assist their banking 
and currency schemes. These matters are tully dealt with in an earlier 
section of this study.* Secondly, as at Shanghai, the Japanese have 
asserted that activities hostile to them have been permitted to con- 
tinue among the Chinese population of the foreign-administered 
areas; that the Municipal Councils of these areas are ineffective and 
insincere in their efforts to suppress such activities, and that, since 
China retains her titular sovereignty over these areas, the Japanese 
Army is properly entitled, as victor, to take the matter into its own 
hands. 

The existence of such a right on the part of Japan was denied by 
the British and French Governments, particularly in view of the fact 
that a formal state of war between Japan and China has never been 
declared. At the same time, in view of the de facto situation which 


1 Survey of International Affairs, 1937, Vol. 1, pp. 251-2. 

* Smooth relations have been preserved between the Japanese and the Italian Con- 
cession authorities, whose ‘co-operative’ spirit has been contrasted by the Japanese 
with the ‘failure to co-operate’ of the British and French. 

® See Chapter VI, pp. 163-7. 
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exists, the administrative authorities of the foreign Concessions have 
taken active measures to prevent hostile acts within their areas 
directed against either belligerent. They have arrested and detained 
Chinese believed to be members of terrorist associations, but they 
have not been willing to hand these men over to the Japanese unless 
the latter can make out a prima facie case against them. This the 
Japanese military have usually been unable to do, and it would seem 
that difficulty in comprehending the legal concepts by which the 
foreign authorities have been guided, has made them prone to assume 
that the British officials desired to shield political criminals. 

In January 1938, the Japanese military authorities at Tientsin 
demanded the surrender of a Chinese living in the British Municipal 
Area, who was alleged to have been engaged in anti- Japanese activi- 
ties. When the, British authorities refused to comply with this 
demand, the Japanese threatened to enter the British Municipal Area 
to arrest the man, but, upon an intimation by the Officer Command- 
ing the British forces in Tientsin that any such attempt would meet 
with armed resistance, the Japanese modified their attitude. The 
situation remained, however, tense, and on August 31st it was re- 
ported in the press that the Japanese resident in the British and 
French Concessions 1 had been ordered by their military authorities 
to leave because the British and French officials had failed to co- 
operate with the Japanese in maintaining order. The issue of any 
such order was denied by the spokesman of the Japanese military 
headquarters. Nevertheless, by December 1938 most Japanese resi- 
dents and firms had, in fact, removed from the British and French 
areas. On the 16th of that month the Japanese military authorities 
instituted restrictive measures which were ostensibly for the purpose 
of detecting members of the Chinese guerrilla bands, but which were 
extended to all persons entering or leaving the Concessions and 
included temporarily interference with the supply of foodstuffs enter- 
ing the area. The Japanese military authorities intimated that the 
restrictions would continue for so long as the British and French 
Concession authorities remained indifferent to the request for co- 
operation in the suppression of anti-Japanese activities. Neverthe- 
less, on February 9th, 1939, they issued a proclamation announcing 
the withdrawal of the restrictions, but adding that any anti- Japanese 


1 There were reported to be 359 Japanese nationals living in the British Concession, 
and 1,113, including 102 Koreans, in the French Concession. Manchester Guardian, 
September ist, 1938. . 

2 The Times, January 25th, 1939. ® Ibid., December 2oth, 1938. 
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actions in the Concessions would result in the imposition of even 
stricter measures. 

This threat materialized at the beginning of March, when Japanese 
resentment at non-co-operation by the British and French communi- 
ties in their currency plans was becoming acute.! Barricades and live- 
wire entanglements were erected around the Concessions, and there 
was a virtual blockade of the two foreign-administered areas. On 
March 4th, after local Consular protests at Tientsin had elicited no 
reply, representations were made by the British and French Ambassa- 
dors in Tokyo.* On the 13th the Japanese authorities in Tientsin 
issued a statement to the effect that the measures had been taken in 
self-defence because (as they asserted) the foreign areas were being 
used by anti-Japanese elements operating behind the Japanese lines.3 
At this stage the British and French Municipal Councils each called 
out their military forces in readiness for any emergency. It may here 
be observed that until April 1939 no anti-Japanese outrages had 
occurred in the British Municipal Area, and in the meantime a 
notable case of lawlessness had occurred in the former German Con- 
cession (that is to say within the zone of Japanese military control), 
where, on March 17th, Mr. Dyott, Chairman of the British Chamber 
of Commerce, had been kidnapped by armed bandits and had been 
held prisoner until April 3rd, when his release was effected. 


On April 9th there occurred, however, a terrorist outrage in the 
British Concession which precipitated a far graver crisis than had yet 
arisen. In describing this fresh development we may make use of a 
statement of the incident and of the subsequent events which led up 
to the Japanese blockade of the British and French Concessions in 
June 1939, which was made by Viscount Halifax, the British Secre- 
tary of State for Foreign Affairs, on June 2oth, in the House of Lords. 
Lord Halifax spoke as follows: 4 


On April 9th, Dr. S. G. Cheng, manager of the Federal Reserve 
Bank at Tientsin and newly appointed Superintendent of Customs, 
was assassinated in the British Concession. This was the first case of 
violence which had occurred in the Concession since the outbreak of 
hostilities. The assassin, a Chinese, escaped. The municipal authorities 
invited Japanese co-operation and carried out a number of raids in the 
Concession, as a result of which several arrests were made. The Japanese 
authorities alleged that four of these were members of a terrorist gang 


1 See Chapter VI. 3 The Times, March 8th, 1939. 
3 Ibid., March 14th, 1939. * Hansard [House of Lords], Vol. 113, June 2oth, 1939. 
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connected with this murder and with the death of three Japanese 
soldiers. ‘These men were handed over to them for questioning and 
two made confessions implicating themselves, which, however, they 
later retracted when returned to the custody of the British municipal 
authorities. 

In the course of the lengthy negotiations which followed, the 
Japanese authorities failed to produce independent evidence connecting 
the men with the crime, and in the absence of such evidence His 
Majesty’s Government did not feel justified in giving instructions for 
them to be handed over to the local District Court. This attitude is in 
accordance with the practice followed for ee twenty-two months. 
His Majesty’s Consul-General accordingly informed his Japanese col- 
league on June 6 that the four men would be held by him pending the 
production of further evidence, failing which they would be eventually 
expelled from the Concession, that two other men found in possession 
of bombs would be handed over, and that in future any breach of 
neutrality would be dealt with either by handing over the culprit to the 
de facto authorities for trial or by expulsion from the Concession. A 
proclamation to this effect was issued in the British Concession on 

une 7. . 

; The Japanese authorities, however, indicated that they considered 
this reply to be unsatisfactory and demanded that the four men be 
fanded over. In pursuance of their efforts to find a just and amicable 
solution, His Majesty’s Government then proposed that the available 
evidence, and any other evidence which might be secured, should be 
submitted to an Advisory Committee consisting of one British, one 
Japanese and a neutral member. The United States Consul-General at 
Tientsin was at the same time authorized to use his good offices. The 
Japanese military authorities at Tientsin rejected the proposal for an 
Advisory Committee and initiated a blockade of the British and French 
Concessions at Tientsin at 6 a.m. on June 14. 


The Foreign Secretary added that representations had been made 
in Tokyo against the indignities inflicted by Japanese sentries upon 
British subjects and against interference with food supplies, and that 
the British Ambassador had ‘further drawn attention to the serious 
implication of the statement made by the Japanese military spokes- 
man at Tientsin to the effect that the questions at issue cannot now 
be settled by the handing over of the four suspects, but that the 
objective of the blockade is to secure a much wider form of co- 
operation from the British authorities in North China’.1 

A demand for immediate measures of reprisal appeared in a section 
of the British press. The British Government, however, maintained 
a patient attitude, while the Japanese Government, for their part, 
refrained from officially endorsing the wider demands that had been 


1 Hansard [House of Lords], Vol. 113, June 20th, 1939. 
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voiced by the Japanese authorities in Tientsin, and on June 28th the 
British Prime Minister was able to announce in the House of Com- 
mons that arrangements had been made for the opening of formal 
diplomatic conversations with a view to reaching a settlement. 


His Majesty’s Ambassador in Tokyo [Mr. Chamberlain said] has been 
for some time in communication with the Japanese Government on the 
position and I am now able to announce that, as a result of an exchange 
of views which has taken place between His Majesty’s Government in 
the United Kingdom and the Japanese Government, it has been agreed 
that conversations shall take place in Tokyo in order to effect a settle- 
ment of the various questions relating to present conditions in Tientsin, 
and that representatives of the local British and Japanese authorities 
will be invited to Tokyo for the purpose. These conversations, which 
are expected to start forthwith, will relate to the local issues and will 
be designed to secure that while the neutrality of the Concession shall 
be maintained, British authority in the Concession shall be preserved 
intact. In view of these conversations, His Majesty’s Government 
assume that there will be an end of stripping, searching and similar 
incidents in Tientsin, and they have reason to hope that this will in fact 
be the case. In the circumstances, His Majesty’s Government are not 
disposed to consider the advisability of referring the dispute to the 
Council of the League of Nations.1 


Preliminary conversations between the British Ambassador 
and the Japanese Minister for Foreign Affairs began in Tokyo on 
July 15th. At the outset of these discussions the Japanese Govern- 
ment urged that if progress was to be possible it was essential to 
reorganize the background against which the situation at Tientsin 
should be reviewed. To meet the standpoint of the Japanese Govern- 
ment and to clear the way for discussions on the Tientsin question, 
the British Government agreed with the Japanese Government upon 
the following formula which was made public on July 24th: 


His Majesty’s Government in the United Kingdom fully recognize 
the actual situation in China where hostilities on a large scale are in 
progress, and note that, as long as that state of affairs continues to exist, 
the Japanese forces in China have special requirements for the purpose 
of safeguarding their own security and maintaining public order in 
regions under their control and that they have to suppress or remove 
any such acts or causes as will obstruct them or benefit their enemy. 
His Majesty’s Government have no intention of countenancing any act 
of measures prejudicial to the attainment of the above-mentioned 
objects by Japanese forces and they will take this opportunity to con- 
firm their policy in this r&pect by making it plain to British authorities 


1 Hansard (House of Commons], Vol. 350, June 28th, 1939. 
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and British nationals in China that they should refrain from such acts 

and measures. 

The British Foreign Secretary, in announcing this agreement to 
the House of Lords on July 24th, said that this recognition of the 
general situation ‘had nothing to do with His Majesty’s Govern- 
ment’s Chinese policy, but was a question of fact ’.1 This point was 
further emphasized by Mr. Chamberlain in the House of Commons 
on July 31st. The Premier said that: 


The Tokyo formula was a statement of fact; it did not denote the 
recognition of any belligerent rights on the part of Japan; it did not 
betray any British interests in China; and it did not purport or intend 
to surrender any rights belonging to third parties. 


The Prime Minister also declared that the British Government 
would not reverse their policy in the Far East at the request of 
another Power and that they had not been asked by Japan to do so.? 

The immediate effect of agreement on this formula was to permit 
the opening of discussions on the local issues at Tientsin. The talks 
began on July 24th, the day on which the formula was officially 
announced in London and Tokyo. 

On questions concerning the administration and control of police 
in the British Municipal Area in Tientsin the Conference made con- 
siderable progress. Mr. Chamberlain informed the House of Com- 
mons on August 4th that the basis upon which the discussions on 
this subject had been proceeding was that control should remain in 
the hands of the Municipal Council or its officers, and not that there 
should be a division of authority between British and Japanese 
officials. The Prime Minister said that it did not appear that there 
would be great difficulty in reaching agreement on some of the 
matters at issue in Tientsin, but added the caveat that it would be 
useless to reach agreement on one point if no agreement could be 
reached on others. “The agreement’, he declared, ‘must be an agree- 
ment on everything.’ 3 On August 7th it was reported from Tokyo 
that the discussions on police questions in Tientsin were finished 
and that an agreement had been reached which required only formal 
approval.é 

Mr. Chamberlain, in his statement of August 4th, had said that the 
Japanese had at length submitted their evidence against the four 
Chinese whom they accused of the murder of Dr. Cheng, and who 

1 Hansard (House of Lords), Vol. 114, ae 24th, 1939. 


8 Ibid. [House of Commons}, Vol. 350, July 31st, 1939. 
® The Times, August 5th, 1939. * Ibid., August 7th, 1939. 
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were in the custody of the British authorities at Tientsin. The evi- 
dence, he said, was being examined by legal authorities in London, 
and if they should find the evidence sufficient to establish the guilt 
of the accused Chinese or to provide a prima facie case against them, 
they would be handed over to the local Chinese District Court. On 
August 12th The Times reported that the Japanese had produced 
their evidence in Tokyo on July 30th, that it had been sent to 
London where the Law Officers of the Crown had concluded that it 
established a prima facie case of complicity in murder against two of 
the men and of membership of an illegal organization in the case 
of the other two. Therefore the British Government had decided 
that the four men were to be handed over. 

While progress was thus made in regard to two of the main 
matters of dispute, the great obstacle to a successful conclusion of the 
negotiations as a whole proved to be, as might have been antici- 
pated, the questions of the silver stocks and currency. 

The Japanese demanded the surrender to the ‘Provisional 
Government’ of the silver stocks in the custody of the British banks 
in Tientsin, claiming that these stocks had originally belonged to the 
Hopei-Chahar Political Council, which, they said, had now been 
succeeded by the ‘Provisional Government’.? A second Japanese 
demand was that the British Municipal Council at Tientsin should 
prohibit the use of the Chinese National dollar in the Municipal 
Area and enforce that of the Federal Reserve Bank yuan. Mr. Cham- 
berlain, in his statement of the 4th August, had said that while these 
were in a sense local matters, any decision taken upon them must 
affect the whole question of silver and currency in China. 


We have [he said] made it perfectly clear to the Japanese Government 
that we are not prepared to settle with the Japanese alone these two 
questions of silver and currency, but that they can only be settled after 
consultation with other Governments who are as concerned as we are 
in the general question of silver and also of currency. 


The French Government was reported to have informed the 
British Government of their complete agreement with Mr. Cham- 
berlain’s views on these questions of silver and currency,? and the 


1 The Times, August 12th, 1939. 

® The Hopei-Chahar Political Council was established in 1935 by the Chinese National 
Government, so that it was technically a branch of that Government. The ‘Provisional 
Government’ came into being under jananesc auspices. 

3 The Times, August 5th, 1939. It was stated that the amount of the Tientsin silver 
reserve deposited in the French Concession was 34,000,000 yuan, compared with some 
14,000,000 yuan in the British Concession. 
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American and French diplomatic representatives in Tokyo in- 
formed the Japanese Government that their Governments had 
common interests with Great Britain in regard to Tientsin and were 
exchanging views with the British Government. On August 18th 
Sir Robert Craigie informed the Japanese Government that in the 
view of the British Government the currency and silver questions 
could not be entered upon between the British and Japanese Govern- 
ments alone, and that, if these matters were to be discussed, other 
interested Powers, in particular the signatories of the Nine-Power 
Treaty of Washington, would have to be consulted. This was 
followed by an adjournment of the negotiations. On August zoth the 
Foreign Office issued a statement, which after describing the origin 
and cause of the Anglo-Japanese conversations, explained the British 
attitude to the Japanese proposals with regard to silver and currency 
in the following terms: 


It was at once apparent to His Majesty’s Government that the scope 
of these proposals was not confined to purely local issues at Tientsin, 
and that they related to other economic and financial features of the 
present situation in North China, including certain measures of restric- 
tion placed upon exchange and trade, on which the views not only of 
His Majesty’s Government in the United Kingdom, but also of certain 
other Governments, had already been communicated to the Japanese 
Government. ; 

It also became clear, as a result of a careful scrutiny of the position, 
that His Majesty’s Government could not, even if they wished, con- 
clude a bilateral agreement which might affect the position of other 
Powers without the consent of those Powers. 

For this reason His Majesty’s Government have come to the con- 
clusion that they cannot by themselves properly put forward or accept 
any proposals on matters of this nature which might prejudice the 
interests of third parties, and they have therefore intimated to the 
Japanese Government that no discussions on the economic proposals 
put forward by the latter can, in their view, lead to any useful result on 
a purely Anglo- Japanese basis. 

They have, however, expressed their willingness to examine the 
position afresh provided that the interest of all parties can be safe- 
guarded. For this purpose it would presumably be necessary for both 
Governments to consult with and have regard to the views of third 
parties. 

His Majesty’s Government have indicated to the Japanese 
Government that they have no desire to shelve questions which have 
been raised, and they realize that these matters will require to be fully 
discussed in any ultimate settlement of the present dispute in China. 


1 The Times, August 11th, 1939. 
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They have already made it clear in their Note to the Japanese Govern- 
ment of January 14th that they do not regard treaties as eternal and 
that they are prepared to consider any constructive proposals which 
the Japanese Government may have to make regarding the modification 
of existing treaties. 

They consider it essential, however, that all parties to the Nine- 
Power Treaty and other treaties which govern the situation in China 
shall be enabled at the appropriate time to express their views and make 
a contribution to a settlement which should be equitable for all con- 
cerned.} 


The Japanese Foreign Office also issued a statement on August 
zoth, in which they said that they had asked the British Govern- 
ment for assistance in preventing lawless elements from disturbing 
economic conditions, which they were able to do through the con- 
tinued circulation of the Chinese national currency in the Conces- 
sions. They had also asked that the British Government should not 
interfere with the transfer of the silver holdings. There was no 
reason to claim that these matters were not local issues of such as 
could not be settled between the two countries. Yet ‘while asserting 
that it is not their desire to shelve economic questions, the British 
Government contend that these questions should be solved in rela- 
tion to the ultimate settlement of the Sino-Japanese dispute in 
China’. This, according to the Japanese statement, was a self-con- 
tradiction on the part of Britain, and if it were the intention of the 
British Government to invite the intervention of third Powers, the 
Japanese Government ‘cannot but point out that they would never 
admit such an attempt which would only serve to delay and compli- 
cate the questions’.? 


1 The Times, August 21st, 1939. 2 Ibid. 
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